Extend the Scope of Trustee Investments 


By B. N. TATTLE 


(This interesting article, by a New Zealand member of the Australian Society of 

Accountants, reached us just as we had read a similar plea by Colin S. Jones in 

“The Accountants’ Magazine”, Edinburgh, for March, 1954. Accountancy and finan- 
cial thought is indeed international nowadays.—Editor-in-Chief, A.A.F.) 


has been suggested in some quar- 

ters that “The Trustee Act” could 
be amended to permit the investment 
of trust funds in sound equity or 
ordinary shares. Quite a strong case 
has been put forward to include mort- 
gage investment companies and also 
building-society shares, which have a 
record of solidity in investment circles 
in New Zealand. The persons who 
suggest such avenues of investment 
point out that in inflationary times the 
principal moneys repaid at maturity 
from authorized trustee investments 
have a lesser purchasing power than 
when originally lent and the rate of 
interest obtainable has not risen pro- 
portionately to the cost of living. 


At present, when a trustee is in- 
volved in the question of making an in- 
yestment for an estate, he has no op- 
tion, unless otherwise empowered under 
the will, but to select the most prefer- 
able or most readily available author- 
ized trustee investments. These, 
briefly, are :— 


(1) First mortgages on freehold pro- 
perties up to 663% of an indepen- 
dent valuation. 


(2) Local-body debentures. 
(3) New Zealand Government stock. 


First mortages show the highest 
me return, then local-body deben- 
tures, and lastly, New Zealand Govern- 
Ment stock, the present interest rates 
being approximately 5%, 4% and 38% 
tively. The income from all of 
is subject to social-security tax, 
Mot income tax as well, and the net 
8s, after social-security tax, are 
M4/12/6%, £3/14/-% and £3/9/5% 
Mespectively. 
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From an income point of view first 
mortgages are the most suitable of 
these alternatives. They are usually 
for a five-year term, and the interest 
rate can be reviewed when the mort- 
gage falls due for renewal. A suitable 
mortgage investment is not always 
readily available, and the trustee must 
then consider the next best alternative. 


This would possibly be an invest- 
ment in local-body debentures. All of 
these, however, are not authorized 
trustee investments, and having en- 
sured compliance with this require- 
ment, a trustee must observe certain 
further limitations. He cannot pur- 
chase at a premium unless the unex- 
pired term is over 15 years, and the 
premium must not exceed 15%. If no 
suitable local-body debentures can be 
obtained, then the trustee has to turn 
to New Zealand Government stock. 


This is possibly the least attractive 
of the three options, from an income- 
producing point of view, but is the 
most readily available and easily dis- 
posable investment. Further, it is 
not subject to restriction on purchase 
at a premium. 


The principal factor in favour of 
trustee investments is that on matur- 
ity the capital sum originally invested 
is usually repaid. This may be ad- 
vantageous in times of recession, but 
provides little compensation in infla- 
tionary times. 


Investments in first-class New Zea- 
land shares have proved, in an over- 
whelming majority of cases, to be far 
more beneficial for estates, over a long 
term, than investments in trustee 
securities. Dividends in most cases 
are free of New Zealand social-security 
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tax and income tax. It is often con- 
tended that money invested in first- 
class shares maintains its original pur- 
chasing power in inflationary times. 

The investment in shares, or reten- 
tion of them, must be authorized by 
the will, otherwise it is necessary for 
shares which may be held by an estate 
to be realised, and the proceeds in- 
vested in trustee securities. If reten- 
tion is authorized, the trustee is 
further empowered, under Section 4 of 
“The Trustee Amendment Act 1933”, 
to take up new issue shares and this 
power can be most beneficial to an es- 
tate. 

It is the duty of a trustee to consider 
both the life tenant and the residuary 
beneficiaries at all times. He has to be 
equally fair to both classes of bene- 
ficiaries, particularly where invest- 
ments are being considered. 

Let us consider a comparison based 
on actual prices, which assumes that 
two estates each had £200 available 
for investment in June, 1932:— 

In Estate “A” no mortgage or local- 
body debentures were available and 
the Trustee invested in New Zealand 
Government stock, the only remaining 
trustee investment. In Estate “B” the 
purchase of shares was authorized. 

Estate “A”: £200 of 54% New Zea- 
land Government stock was purchased 
in June, 1932, at a cost of £200. The 
stock showed a return on purchase 
price of 54%. On the 31st of March, 
1933, this stock was converted to £200 
4% stock due 15/4/1946-49, which, on 
the 15/4/1946, was converted to £200 
of 3% stock due 15/4/1960-63. The 
present net income, after social secur- 
ity tax, is £5/11/-, and the present 
value of the stock is £186. 

Estate “B”: One hundred shares in 
The New Zealand Insurance Company 
Limited were purchased at a cost of 
£1/18/6 each, showing a return of 
54%. The dividend rate was then 
10% and since then it has gradually 
increased to the present rate of 20%. 
The shares are now valued at £6/10/- 
each. The income is not liable to 
social-security tax, and the present net 
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income from the investment is £20, 
the present value of the shares being 
£650. 

That company has been selected as 
it is one of the so-called “gilt-edged” 
group. In Estate “A” we have dimin- 
ishing returns and are faced with loss 
of capital, should realization be neces- 
sary now. In Estate “B” we have in- 
creases in income and a substantial in- 
crease in capital value. 

In England, certain classes of securi- 
ties were authorized trustee invest- 
ments, notably debenture, preference, 
guaranteed or rent-charged stocks of 
railways in Great Britain, having for 
ten years next before the date of in- 
vestment, paid a dividend on the ordin- 
ary stock or shares. Most of these 
concerns have now been taken over by 
the Government, which issued British 
Transport 3% stock in payment. The 
important fact is that a particular 
class of share was considered suitable 
to be classified as a trustee investment. 


Wider in U.S. 

In America a trustee has much wider 
powers of investment and it is only in 
a few States that a trustee is still con- 
fined to mortgages, bonds or other 
fixed-income investments. The scheme 
in operation in the remaining States is 
generally known as the “Prudent 
Man Rule”. The scheme originated in 
Massachusetts, where the view held 
was that a trustee should have the 
broadest latitude, including “the right 
to buy common stocks subject only to 
such discretion as would be shown by 
a prudent man investing rather than 
speculating”. 

This scheme has gradually spread 
and now operates in 39 States. In 27 
States the “Prudent Man” rule is used 
in unrestricted form and the 12 re 
maining ones operate under a modified 
version. 

The modified version, in brief, re 
quires a certain proportion to be i 
vested in what we in New Zealand 
classify as authorized trustee invest 
ments, with a limited discretionary 
area in which other investments may 
be chosen by the trustee, subject to the 

— Concluded next pas? 
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Grounds of Objection Against Income 
Tax Assessment 


By R. F. STREET, A.C.A. (Aust.) 


ECTION 185 of the Commonwealth 
Income Tax and Social Services 
Contribution. Assessment Act 1936- 
1958, states that a taxpayer dissatis- 
fed with any assessment under this 
Act may lodge with the Commissioner 
an objection in writing against the 
assessment stating fully and in detail 
the grounds upon which he relies. 


It is with the adequate statement of 
grounds of objection that this article 
is concerned. 


Dictionary meanings of the word 
“grounds” include: “base”; ‘“estab- 
lish (institution, principle or belief) 


on some fact or authority”; “that on 
which something is raised”; “founda- 
tion”; “sufficient reason”. 

The word “grounds”, however, does 
not present as much difficulty to the 
accountant attempting to draft an ob- 
jection which will, in the last resort, 
give sufficient scope to counsel to argue 
a taxpayer’s case as do the words 
“fully and in detail”, since Section 190 
(a) provides that upon every appeal 
to the Court or a Board of Review 
the taxpayer shall be limited to the 
grounds stated in his objection. 

Regulation 34 under the Act pro- 
vides that an objection may be made 
in accordance with Form 8, as follows: 





TRUSTEE INVESTMENTS — Concluded 


over-riding rule of prudence, with the 
discretionary limits ranging from 30% 
to 50% of the value of the trust. 
Sometimes, certain standards are set 
for these discretionary investments, 
such as earnings tests, listing require- 
ments, and so on. 

The changes were sought primarily 
by corporate trustees because old 
Statutes were outmoded, often failed in 
their purpose, did not keep pace with 
general expansion, and in many in- 
stances, imposed on trust bene- 
re needless sacrifice and income 

ip. 

In times of recession all securities 
fluctuate in value, but trustee securi- 
ties, being fixed-interest-rate invest- 
ments, do not have the same recupera- 
tive powers as first-class shares. At 
Present it is possible to obtain an aver- 
age tax-free yield of between 33% 
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and 44% from a well-spread group of 
first-class shares. There are certain 
companies which, by their sound man- 
agement and conservative dividend 
policies, have been classified by the in- 
vesting public as being in the “gilt- 
edged” group. These companies have 
withstood the test of time. Their 
shares are the first to recover after a 
period of recession, and their general 
trend, over a period of years, is for 
both market values and dividend rates 
to increase. 


Adopting a most conservative out- 
look it appears that trustees should be 
given a limited power of investment in 
ordinary or equity shares in companies 
which have proved themselves over a 
period of years. This should not pre- 
judice the life tenant to the advantage 
of the remaindermen, but could prove 
to the advantage of both classes of 
beneficiaries. 
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OBJECTIONS AGAINST 
“FORM 8. 


Commonwealth of Australia. 


ASSESSMENTS—Contd. 


Income Tax Assessment Act 1936. 
File No.: 


Notice of Objection against Assessment. 

I hereby object against the assessment of 
income tax based on income derived during 
the year ended and issued to 
me by notice of assessment dated 
and claim that the assessment should be re- 
duced by— 

(a) the excision of the following amounts 
included in the assessable income :— 

(b) the allowance of the following amounts 
as deductions :— 

(c) the following items not covered by (a) 
and (b) (such as rebates of tax, calcula- 
tion of special property tax, etc.) :— 
The grounds on which I rely are:— 
(Section 185 of the Act requires that 
we grounds be stated fully and in de- 
tail.) 

Signature: 
Address: 
Date: - 


The use of this form is not man- 
datory. It has been observed, how- 
ever, that the objection should be suf- 
ficiently explicit to direct the attention 
of the Commissioner to the particular 
respects in which the taxpayer con- 
tends that the assessment is erroneous, 
and, further, that it should set out his 
reasons for his contention. (H. R. 
Lancey Shipping Co. Ltd. v. F. C. of T. 
(1951) 5 A.I.T.R. 135 at pp.141-2.) 

In A. L. Campbell & Co. Pty. Ltd. 
v. F. C. of T. (1951) 82 C.L.R. 452 at 
p. 461; 5 A.I.T.R. 143 at p. 150, Dixon, 
J., said: “I think that Courts should 
not interpret grounds of objection 
technically, narrowly or with rigidity, 
but at the same time I cannot escape 
the conviction that the grounds (of 
the objection being considered) were 
not intended to cover the point that 
has been made and that they would 
not convey it to the Commissioner”. 
In F. C. of T. v. Western Suburbs 
Cinemas (1952) 86 C.L.R. 102 at pp. 
106-7; 5 A.I.T.R. 300 at p. 303, Kitto, 
J., said: “The Commissioner, when 
considering whether the objection 
should be allowed, could not reasonably 
be expected to gather from the written 
objection that he was being asked to 
apply his mind to such a contention”. 
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On the other hand, “any doubt as to 
whether a ground is included in a 
notice of objection should be resolved 
in favour of the taxpayer” (per Mans- 
field, J., in Diamond v. C. of T. (Q) 
(1940) 2 A.I.T.R. 119 at p. 135), 
“The ground is certainly obscurely and 
illogically worded but its ambiguities 
should, I think, be resolved in favour 
of the taxpayer” (per Dixon, J., in 
New Zealand Flax Investments Ltd. 
v. F. C. of T. (1938) 61 C.L.R. 179 at 
p. 204). 

It is clear that the Commissioner is 
in no better position to decide an ob 
jection if the taxpayer does not direct 
his attention to the particular matter 
with which he is dissatisfied, than is a 
taxpayer, to object against an assess- 
ment when he has not been furnished 
with an explanation of adjustments 
made to his return by the Commis- 
sioner. 

In a number of decisions the point 
has been made that the objection 
lodged would not raise in the Commis- 
sioner’s mind a line of argument given 
at the hearing before the Court or 
Board, and for that reason the argv- 
ment has been held to be incompetent. 


System of Appeals 


The system of appeals against as- 
sessments is that the Commissioner 
must first consider the taxpayer’s ob- 
jection (Section 186) and give notice 
by post or otherwise of his decision to 
the taxpayer. An interesting point 
(though not relevant to the main 
theme of this article) is that a notice 
of amended assessment has been held 
not to be sufficient notice of a decision of 
an objection (Wm. Angliss & Co. Pty. 
Ltd. v. F. C. of T. (1931) 46 C.LR. 
at p. 436; and see Trautwein v. F. ©. 
of T. (No. 1) (1936 56 C.L.R. 63). 

A taxpayer dissatisfied with the 
Commissioner’s decision may in writ 
ing request the Commissioner to refer 
his decision to a Board of Review for 
review, or to treat his objection as al 
appeal and forward it either to the 
High Court or the Supreme Court of 4 
State. This request must be made 
within sixty days of service by post 
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of notice of the Commissioner’s de- 
cision, and be accompanied by a fee of 
$1 (Sections 187 and 188). 

The process of review of an assess- 
ment, therefore, is broadly :-— 

(i) A consideration of the tax- 
payer’s case by the Commis- 
sioner. 

(ii) Either—(a) a review of the 
Commissioner’s decision by a 
Board of Review, or (b) an ap- 
peal to the Court. 

A duty is imposed upon the Com- 
missioner to give proper consideration 
to the objection by Section 186, and he 
is given wide powers to obtain any in- 
formation he requires for this pur- 
pose. By Section 264, he is authorised 
to require any person to furnish him 
with such information as he may re- 
quire, to attend and give evidence be- 
fore him and to produce books, docu- 
ments and other papers relating to 
any person’s income or assessment. 
He may also require evidence to be 
given before him on oath. By Section 
224 it is made an offence to refuse or 
fail to comply with such requirements 
of the Commissioner. 

The Commissioner, therefore, has at 
his disposal ample authority and 
power to enable him to discharge the 
duty cast upon him by Section 186 and 
it would appear that all that should 
be required of a taxpayer wishing to 
dispute an assessment is the pointing 
out to the Commissioner of the respect 
or respects in which he disagrees with 
the assessment. 

The Commissioner should then en- 
sure that he has before him all the in- 
formation he requires properly to dis- 
charge his duty of considering the ob- 
jection. 

I consider that at some point of time 
between the lodging of the objection 
and the giving of the Commissioner’s 
decision the taxpayer should present 
the reasons for the contentions in his 
objection. He may, of course, do so 
when lodging the objection, or as part 
of it, but the proper time to do so is 
When the Commissioner is considering 
the objection. 
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However, some members of the 
Boards of Review appear to consider 
that taxpayers should set out their ob- 
jections, not only their grounds, but 
their reasons, fully and in detail. 

It cannot be denied that the tax- 
payer must say what he objects to and 
that merely to say the assessment is 
excessive is not enough. An indica- 
tion of how much further it is neces- 
sary to go in an objection may be ob- 
tained from the following review of 
recent cases where this question has 
arisen. 


Recent Cases. 


The following are some of the recent 
cases in which the sufficiency of 
grounds stated in objections has been 
called into question :— 

H. R. Lancey Shipping Co. Pty. Ltd. 
v. F. C. of T. (1951) 5 A.L.T.R. 135. 

The Company objected against its 
assessment, inter alia, on the following 
grounds :— 

“1. That the tax assessed is excessive. 

2. That the amount included as as- 

sessable income is not of an in- 
come nature. 

That the amount included as as- 
sessable income is in whole or in 
part of a capital nature. 

That proper allowance has not 
been made for deductions to which 
the taxpayer is entitled. 

That the amount of compensation 
received by the company from the 
Department of the Navy which 
has been included, is not assess- 
able income of the taxpayer. 
That such compensation is of a 
capital nature and is not made as- 
sessable by any of the provisions 
of the Income Tax Assessment 
Act. 

That the notice of assessment is- 
sued is not a proper notice and is 
uneffective as it is not accom- 
panied by any adjustment sheet 
or explanatory statement indi- 
cating to the taxpayer what is 
the taxable income on which tax 
has been assessed. 

That the taxpayer is not liable to 
pay the additional tax assessed. 
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9. That the additional tax for which 
the taxpayer has been assessed 
should, in all the circumstances of 
the case, be remitted.” 

In the course of his judgment, Wil- 
liams, J., said :— 

“I think, however, that I should 
mention that objection was taken by 
counsel for the respondent to some of 
the grounds of objection. The original 
assessment was not accompanied by 
an adjustment sheet but this sheet 
was sent before the objection to the 
assessment was forwarded to the re- 
spondent. Section 185 provides that 
an objection shall state fully and in 
detail the grounds on which the tax- 
payer relies. Section 190 provides 
that on every reference to a board of 
review or on an appeal the taxpayer 
shall be limited to the grounds stated 
in his objection. 

“This is ‘an imperative direction to 
the Court, not . . . a provision merely 
for the benefit of the Commissioner 
which he is in a position to waive. 
The provision is made for the purpose 
of protecting public revenue, and the 
Court is bound to give effect to it’; 
(Molloy v. Federal Commissioner of 
Land Tax). 


Appeal Grounds 


“Tt is the practice of the respondent 
to forward an adjustment sheet with 
the assessment containing information 
on alterations and additions made to the 
taxpayer’s return but he is not bound 
to forward such a sheet. The taxpayer 
who receives such a sheet is generally 
in a better position to state fully and 
in detail the grounds of his objection 
to the assessment, so that the practice 
is to be commended. If such a sheet 
is not sent the taxpayer may have dif- 
ficulty in understanding the basis of 
the assessment. But he must comply 
with the Act. 

“The grounds of objection need not 
be stated in legal form, they can be 
expressed in ordinary language, but 
they should be sufficiently explicit to 
direct the attention of the respondent 
to the particular respects in which the 
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taxpayer contends that the assessment 
is erroneous and his reasons for this 
contention. In each case the suffici- 
ency of the grounds is a matter for the 
Court. Vague grounds such as that 
the assessment is excessive are not, 
in my opinion, a compliance with the 
Act. In the present case the only 
grounds which are sufficient to raise 
the question at issue on the appeal are 
grounds five and six.” 

With respect, it seems that His 
Honour’s observation that the objec- 
tion must state the taxpayer’s reasons 
for his contention in his objection has 
been interpreted more literally than 
was intended in cases where it has 
been followed, when one looks at 
grounds five and six of the company’s 
objection. 

There it is stated that the compen- 
sation is not assessable income and 
that it is a receipt of a capital nature. 


This is surely sufficient: the reasons 
why it is not assessable and/or a re 
ceipt of a capital nature are matters 
for argument when the objection is 
being considered or reviewed; they 
have no place in the objection. 

A. L. Campbell & Co. Pty. Lid. ». 
F. C. of T. (1951) 82 C.L.R. 452, 5 
A.I.T.R. 143. 

This was a case in which an assess 
ment under Division 7 in respect of un- 
distributed income of the year ended 
30th June, 1946, was disputed in re 
lation to the persons who would have 
been entitled to receive a dividend had 
it been declared on that date in respect 
of the majority of the shares which 
were registered in the name of a de 
ceased shareholder. The shareholder 
died on 7th May, 1945, but letters of 
administration did not issue until 31st 
July, 1946. 

The Commissioner treated the estate 
of the deceased as being beneficia 
entitled to any dividend which might 
have been declared. 


The objection against the assess 
ment stated in substance that the only 
persons entitled to receive dividends 
(if any) were two alternative groups 
of persons, neither including the de 
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ceased shareholder or the adminis- 
trator (there being a dispute in con- 
nection with the estate). 

At the hearing, it was sought to 
argue that within the meaning of Sec- 
tion 104 there was no registered share- 
holder entitled to receive a dividend 
on the shares. 

Dixon, J., referred to the two 
grounds of objection summarised 
above, which were as follows:— 

“8. The only shareholders (if any) 
entitled to receive dividends if they 
had been declared by the Company 
were Frederick Randall Pearson, 
Junior, who was entitled to 2,400 
shares and Ida Marie Caroline Sprad- 
bery, who was entitled to 2,600 shares 
of the allotted share capital of the 
Company. 

“4, Alternatively to ground 3 the 
only shareholders (if any) entitled 
to receive dividends if they had been 
declared by the Company were 
Frederick Randall Pearson, Senior, 
Frederick Randall Pearson, Junior, 
and Ida Marie Caroline Spradbery, 
each of whom were entitled to one 
equal undivided third part or share 
of the allotted share capital of the 
Company.” 

He went on to say :— 

“It is apparent on a mere reading of 
these paragraphs that they do not 
state in express terms the point taken 
in support of the appeal, the point with 
which I have dealt. Section 185 re- 
quires that a notice of objection shall 
state fully and in detail the grounds 
on which the taxpayer relies, and Sec- 
tion 190 says that he shall be limited 
to the grounds stated in his objection. 

“At first sight it is not easy to see 
how the point that there was no share- 
holder because the registered sshare- 
holder was dead is stated fully and in 
detail or at all. But it is said to be 
implied or contained in the use of the 
Words ‘only’ and ‘if any’. 

“I think that courts should not in- 
terpret grounds of objection techni- 
cally, narrowly or with rigidity, but at 

€ same time I cannot escape the con- 
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viction that the grounds were not in- 
tended to cover the point that has been 
made and that they would not convey 
it to the Commissioner. 

“The grounds are, in my opinion, 
clearly enough directed to show that 
the persons mentioned were the only 
beneficial owners of the shares if any 
beneficial owners existed on 30th June, 
1946. The grounds are pretty plainly 
based on the assumption that the test 
is beneficial ownership, not registra- 
tion. There was, I think, no intention 
of objecting that, because the share- 
holder registered was dead and there 
was no personal representative upon 
the register or no personal representa- 
tive completely constituted, there was 
no shareholder.” 

There can be little objection to the 
views expressed in this particular case 
on the sufficiency of the objection. 

F. C. of T. v. Western Suburbs 
ges Pty. Ltd. (1952) 5 A.L.T.R. 

00. 

This was an appeal by the Com- 
missioner from a decision of a Board 
of Review allowing a deduction as re- 
pairs of part of the cost of replacing 
a ceiling with material different from 
the original material. 

The Commissioner had disallowed as 
a deduction the amount of £603, being 
part of the total cost of replacing the 
ceiling which, in the opinion of an 
architect, was equivalent to the 
amount which would have been re- 
quired to replace it with material the 
same as the original material. 

The Company objected, its grounds 
being as follows:— 

“1. That the sum of £603 being that 
proportion of cost of new fibro ceiling 
estimated as being cost of repairing 
the old Celotex ceiling at the Melba 
Theatre, Strathfield, should have been 
allowed by the Commissioner as an 
allowable repair. 

“2. The ceiling was in a dangerous 
condition and the purpose of the com- 
pany was to restore the ceiling to its 
original condition. Celotex was not 
and still is not available and as fibro 
was procurable, it was decided to use 
this material. The cost of repairing 
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the existing Celotex ceiling with fibro 
would have been costly and the job 
would still not have been completely 
satisfactory, consequently it was de- 
cided to replace the whole ceiling with 
fibro. The amount of £603 claimed as 
repairs represents the estimated cost 
of repairing that portion of the ceiling 
which was considered dangerous, by 
Cowper, Murphy and Associates, the 
Company’s architects.” 

The Board of Review allowed the 
objection. 

On appeal to the High Court, Kitto, 
J., reversed the decision of the Board. 
In the course of his judgment, he said: 

“The grounds of objection which he 
stated was that £603 was an allowable 
deduction because that was the amount 
which would have been expended if the 
company had decided to repair the 
dangerous portion of the ceiling in- 
stead of deciding to replace the en- 
tirety. To this ground the company 
was limited before the Board of Re- 
view by force of Section 190(a), and 
as a necessary consequence it is 
similarly limited on this appeal. 

“I should therefore reject as incom- 
petent, even if I did not think it er- 
roneous, the contention advanced be- 
fore me that £603 should be treated as 
an allowable deduction on the ground 
that it is part of a larger sum to the 
whole of which Section 53 applies. 

“The Commissioner, when consider- 
ing whether the objection should be 
allowed, could not reasonably be ex- 
pected to gather from the written ob- 
jection that he was being asked to 
apply his mind to any such contention. 
On the contrary, the objection invited 
him quite clearly to assume that the 
sum expended, considered as a whole, 
was not within Section 53.” 


Archer Brothers Pty. Ltd. (in liq.) 
v. F. C. of T. (1953) 5 A.I.T.R. 528. 

The above company went into volun- 
tary liquidation on 10th December, 
1948. It was assessed on a taxable in- 
come of £45,703 for year ended 30th 
June, 1949. The liquidator made three 
distributions totalling £52,187 on 12th 
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January, 1949, 30th May, 1949, and 
20th December, 1949. 


An assessment was issued under 
Division 7 in respect of undistributed 
income for year ended 30th June, 
1949, amounting to £28,030. In arriv- 
ing at the undistributed amount none 
of the liquidator’s distributions (or 
any part of them) was treated as divi- 
dends for the purpose of ascertaining 
the undistributed amount. 


An objection was _ lodged, the 
grounds being as follows :— 


“(i) That at 30th June, 1949 (the 
last day of the relevant year of in- 
come) the said Company could not 
lawfully declare or pay any dividend 
to its shareholders because it went 
into voluntary liquidation in accord- 
ance with a resolution made on 10th 
December, 1948. 

“(ii) That as full control of the 
Company’s affairs, undertakings and 
assets passed into the hands of the 
liquidator (duly appointed on 6th 
January, 1949) the Company could not 
lawfully distribute any portion of its 
income of the year ended 30th June, 
1949. 

“(iii) That it was not legally per- 
missible for the liquidator to make 
any such distribution. 


“(iv) That the shareholders of the 
Company were not at 30th June, 1949, 
or subsequently, entitled to any divi- 
dend out of its income of the said 
year. 


“(v) That Section 104 is not applic 
able in the circumstances of this case; 
and neither that section nor any other 
provision of the Act gives authority 
for the assessment.” 

The objection was disallowed and it 
was requested that it be treated as al 
appeal to the High Court. 


McTiernan, J., dismissed the appeal 
and held that the company’s objection 
did not cover the point that it had 
made a sufficient distribution of it 
income of the relevant year. On this 
point His Honour said :— 

“The appellant tendered evidence # 
show that the Commissioner was ™ 
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error in proceeding upon the basis that 
the appellant had not made a sufficient 
distribution of its income for the re- 
levant year. Objection was made on 
the Commissioner’s behalf to the ad- 
mission of the evidence for the reason 
that it was not relevant to the appeal. 
I admitted this evidence subject to the 
objection. 


“In my opinion the objection is a 
valid one because the appellant’s ob- 
jection to the assessment failed pro- 
perly to raise the issue as to which 
the evidence was tendered. The fifth 
is the only ground of the appellant’s 
objection to the assessment which 
could possibly raise the issue. This 
ground could raise the issue only be- 
cause it is loosely and generally ex- 
pressed. Section 185 of the Act pro- 
vides that the taxpayer must state 
fully and in detail the grounds on 
which he relies. 


“The evidence is not relevant to any 
ground which is stated fully and in 
detail in the company’s objection. Sec- 
tion 190 provides that upon every ap- 
peal the taxpayer shall be limited to 
the grounds stated in his objection. 
In my opinion the objection does not 
fairly cover the point that the appel- 
lant made a sufficient distribution of 
its income of the relevant year and the 
assessment under appeal is bad for 
that reason. The terms of the objec- 
tion, in my opinion, would not convey 
to the Commissioner that the appellant 
would rely upon that point. 


“It would be contrary to a substan- 
tial line of cases to allow the appel- 
lant to do so. The most recent of 
these cases are A. L. Campbell & Co. 
Pty. Ltd. v. Federal Commissioner of 
Taxation per Dixon, C. J., and The 
Commissioner of Taxation v. Western 
Suburbs Cinemas Limited (judgment 
4 _ J., delivered 1lith June, 

2 a 


This view was approved by the Full 
High Court, (Williams, Kitto and Tay- 
lor, J.J.) in an appeal from the de- 
tision of McTiernan, J., which was also 
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dismissed. After referring to Sec- 
tions 185 and 190(a), and to the cases 
Molloy v. Federal Commissioner of 
Land Tax (1937) 59 C.L.R. at p. 610, 
H. R. Lancey Shipping Co. Ltd. v. F. C. 
of Taxation (supra), and the cases 
which followed it, the Court said in a 
joint judgment :— 

“Applying these principles, it is clear 
we think that the present grounds are 
apt and apt only to the first contention 
(that Division 7 did not apply to a 
company in liquidation) ... they were 
never intended to cover the points 
sought to be raised by the second con- 
tention (that a sufficient distribution 
had been made) and they would not 
convey it to the Commissioner.” 


Board of Review Decisions. 


3 C.T.B.R. (N.S.) Case 9 (1952). 


Taxpayer was a garbage contractor. 
Before the expiration of certain con- 
tracts the council cancelled them and 
paid the taxpayer the sum of £3,000 
for damages. The Commissioner as- 
sessed the sum of £3,000 and the tax- 
payer objected, his objection being dis- 
allowed. 

The grounds stated in his objection 
were that :— 


“1. The Commissioner was in error 
in including the said amount in the 
assessable income. 


“2. The said amount did not, nor 
did any part of it, form part of the 
assessable income and should not have 
been included therein. 


“3. The said amount was a capital 
receipt and was not an income receipt. 


“4. The said amount was not nor 
was any part of it income derived dur- 
ing the income year ended 30th June, 
1943. 

“5. The amount of taxable income 
from personal exertion was £6,637 
and no more. 

“6. The assessment is excessive, er- 
roneous, irregular and contrary to 
law.” 


At the outset of the hearing coun- 
sel for the taxpayer admitted that the 
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sum of £3,000 was a receipt of a re- 
venue nature and sought to base the 
taxpayer’s case on the contention that 
by virtue of Section 26(d) only 5% of 
the sum was required to be included in 
the taxpayer’s assessable income. 

The Chairman (Mr. R. R. Gibson), 
with whom Mr. Bock (a Member) 
agreed, disallowed the objection, and 
said :-— 

“In my opinion the admission of 
counsel for the taxpayer that the sum 
in question was a receipt of a revenue 
nature is tantamount to the abandon- 
ment of the taxpayer’s objection and 
the substitution of a new ground of 
objection which has not in fact been 
dealt with by the Commissioner and 
which, being out of time, could 
not have been competently dealt with 
by him.” 

Mr. Leslie (a Member) disallowed 
the objection on the ground that the 
payment did not fall within Section 
26(d). On the scope of the objection, 
he found some difficulty in reading the 
claim under Section 26(d) into the 
grounds of objection, but, there being 
a doubt in his mind, he considered that 
the Board should interpret the objec- 
tion favourably to the taxpayer. 


4 C.T.B.R. (N.S.) Case 87 (1954). 


In the above case the taxpayer had 
been assessed following an investiga- 
tion, on an assets betterment basis for 
the years ended 30th June, 1923-1946. 
Tax avoided was £15,130 and the Com- 
missioner reduced the additional tax 
by way of penalty under Section 226 to 
one-half, that is, to £15,130. The tax- 
payer objected on a number of grounds 
but the only one pressed before the 
Board was that the amount of “addi- 
tional tax imposed upon me in pur- 


suance of Section 226... is excessive 
and should be remitted in whole or in 
part”. 


Before the Board it was submitted 
that :— 
(i) the tax for all but two of the 
years 1940 to 1946 was in ex- 
cess of 20/- in the £; 





(ii) the taxpayer had voluntarily 
abandoned certain objections; 
and 

(iii) some part of the additional tax 

was attributable to bad debts 
being included in the applica- 
tion of the assets-betterment 
basis. 

In a dissenting decision disallowing 
the objection, Mr. McCaffrey (Mem- 
ber) referred to decisions of the High 
Court “conveniently collected” in 
Archer Bros. Pty. Ltd. v. F. C. of T. 
(1953) 5 A.I.T.R. 528 and particularly 
to the observation that “the grounds 
of objection must be sufficiently ex- 
plicit to direct the Commissioner’s at- 
tention to the particular respects in 
which the taxpayer contends that the 
assessment is excessive and his reasons 
therefor’; (the italics are Mr. McCaf- 
frey’s). He went on to say‘:— 

“Applying the above to the objec- 
tions here, the grounds of objection 
sufficiently directed the Commis 
sioner’s attention to this contention, 
viz., that the assessment was erroneous 
in that the additional tax was exces 
sive and should be excised wholly or in 
part; but one looks in vain for any ex- 
pression of the reasons therefor (ex- 
cept as to the reserved constitutional 
points). 

“However, in view of the special 
powers given under Section 226(3), 
the most that the objection would 
reasonably have conveyed to the Com- 
missioner, by implication, was that the 
taxpayer was making an ad miseri- 
cordiam plea for further remissions 
against the severity of the penalty; 
but, at the same time, I cannot escape 
the conviction that the grounds were 
not intended to cover the rather in- 
genious point that was made at the 
hearing relative to the subsequent bad 
debts (see contention (iii) supra); 
and they would not have conveyed it 
nor the somewhat complicated reasons 
therefor, to the Commissioner. 
check of the Commissioner’s reasons 
for disallowance (Income Tax Regult 
tion 35(1)) exhibited before the 
Board discloses that, quite reasonably, 
to my mind, he took no such meaning 
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out of the objection. I think that it 
was not competent for the taxpayer to 
raise contention (iii) before the Board 
(Sections 185 and 190(2) ).” 

The reference to the Commissioner’s 
reasons for his disallowance of the 
objection raises the question whether 
the Commissioner should give the tax- 
payer an opportunity of stating his 
case when the objection is being con- 
sidered pursuant to Section 186. 


$C.T.B.R. (N.S.) Case 38 (1952). 

A retail chemist carrying on busi- 
ness in leasehold premises sold his 
business and assigned his lease to the 
purchaser. The consideration for the 
sale of goodwill was included in his 
assessable income and he objected on 
the following grounds :— 

1. That the assessment is not in ac- 
cordance with the income tax return 
lodged. 

2. That the net profit on the sale of 
goodwill as stated on your adjustment 
sheet is not taxable, such profits being 
of a capital nature. 

3. There was no transfer of lease 
or tenancy in the agreement to sell, 
received and perused by the Taxation 
Department in July, 1948. 

The objection was disallowed by the 
Commissioner and at the hearing it 
was sought to argue that the goodwill 
of the business was personal to the tax- 
payer and not attached to or connected 
with the premises. 

_ Mr. Gibson (Chairman), in disallow- 
ing the objection, expressed the view 
‘it is seen that the grounds of objec- 
tion are merely statements of undis- 
puted fact which have no bearing on 
the essential question as to whether 
the sum of £1,250 in question was con- 
sideration for or in connection with 
goodwill attached to or connected with 
Premises of which the taxpayer as- 
signed a lease to the purchaser.” (He 
went on to qualify this statement by 
saying that in relation to ground 2, 
he meant that only the fact that the 
sum in question was of a capital nature 
was indisputable). 
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“Ground 1 is pointless unless the 
taxpayer’s return discloses reasons for 
the omission of the amount of £1,250 
from his assessable income. No such 
reasons are disclosed.” 


After further discussing grounds 2 
and 3, he went on to say: “It will be 
seen from the foregoing that none of 
the three grounds of objection is cap- 
able of being read as including the 
claim (the only claim made by the tax- 
payer at the hearing) that the sum in 
question was consideration for per- 
sonal goodwill . . . The deficiency of the 
objection . . . appears to have been 
fully realised by the taxpayer and his 
agents .. . the claim that the sum in 
question was consideration for per- 
sonal goodwill was first made in a 
letter written by the agents to the 
Department several months after the 
expiration of the time allowed for 
lodgment of an objection.” 


Member, Mr. Leslie, considered that 
the objection did permit the tax- 
payer to conduct his case on the basis 
that the goodwill was personal and, 
therefore, not assessable income. “The 
objection states that the goodwill is 
not taxable. That is a general state- 
ment and correct only if the taxpayer 
can establish it as personal goodwill.” 


After discussing the circumstances 
in which Division 4 rendered con- 
sideration for goodwill assessable, he 
said: “Therefore, read as a whole, the 
taxpayer’s claim that the goodwill was 
not taxable because it was of a capital 
nature could not, in the circumstances, 
refer to anything else but personal 
goodwill.” (He then disallowed the 
objection because in his opinion the 
goodwill was attached to the premises 
in which the business was carried on.) 

Member, Mr. Bock, disallowed the 
objection for reasons similar to those 
of the Chairman. 


3 C.T.B.R. (N.S.) Case 108 (1953). 


The taxpayer received amended as- 
sessments for the four years ended 
30th June, 1947. The assessment for 
year ended 30th June, 1947, resulted 
in the inclusion of depreciation re- 
couped and a premium. Assessments 
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for the other three years included un- 
identified receipts in the assessable in- 
come. 

The only ground capable of covering 
a claim before the Board (No. 2) that 
the depreciation recouped and pre- 
mium were not assessable was: “The 
vague ground in the objection covering 
all assessments before the Board that 
the amounts included in the assess- 
ments ‘do not answer the description 
of assessable income’...” The Board 
held that this was not a sufficient com- 
pliance with the requirements of Sec- 
tion 185. “. ..in no sense could this 
be said to be a ground sufficiently ex- 
plicit to direct the attention of the 
Commissioner to the particular re- 
spects in which the taxpayer contended 
that the assessment was erroneous or 
to state a reason for such a contention 
(Lancey Shipping Case (supra) ).” 


3 C.T.B.R. (N.S.) Case 6 (1952). 


Taxpayer sold a business and as- 
signed a lease of the premises. After 
enquiries by the Commissioner about 
the sale of the business an original 
assessment was issued on 21st May, 
1949, which did not include considera- 
tion for sale of the goodwill. In 22nd 
June, 1950, an amended assessment 
was issued to include consideration for 
sale of the goodwill. 

An objection was lodged against the 
assessment claiming that it should be 
reduced by the excision of the “£1,243 
profit on lease and goodwill of Casket 
Business” on the ground “that the as- 
sessment is excessive and contrary to 
law, in that the goodwill was personal 
and accordingly not subject to tax”. 

At the hearing, the taxpayer’s repre- 
sentative raised (inter alia) the fol- 
lowing points :— 

1. That the Commissioner could not 
make an amended assessment as the 
taxpayer had made a full and true dis- 
closure. 

2. That the taxpayer did not assign 
or grant any lease to the purchaser. 

The first point was rejected by the 
Board as not being within the scope 
of the objection. The second was con- 
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sidered after the Board (No. 3) had 
expressed doubt as to whether it was 
within the scope of the grounds stated 
in the objection, which doubt it was de- 
cided to resolve in favour of the tax- 
payer (D. v. C. of T. (Q) (1940), 
supra).) 


Conclusion. 


The matters relating to the scope of 
objections in the foregoing cases ap- 
pear to have been decided principally 
by following the observation of Wil- 
liams, J., in H. R. Lancey Shipping 
Co. Pty. Ltd. v. F. C. of T. (1951) 
(supra) (taken from its full context) 
that “grounds of objection should be 
sufficiently explicit to direct the at 
tention of the respondent (Commis- 
sioner) to the particular respects in 
which the taxpayer contends that his 
assessment is erroneous and _ his 
reasons for this contention.” 

Williams, J., referred to the decision 
of the Full High Court in Molloy v. 
F. C. of T. (1937) 4 A.T.D. 570 in the 
course of his decision but to no other 
previously decided case in connection 
with the sufficiency of the objection. 

Molloy’s case was an appeal from a 
decision of a single judge of the High 
Court on a Land Tax appeal in which 
the only ground for appeal argued be- 
fore the Court was one clearly not in- 
cluded in the objection against the 
assessment. The Court dismissed the 
appeal, holding that Section 44 (m) 
(3) of the Land Tax Assessment Act is 
a positive statutory provision that 
upon appeal the taxpayer is limited to 
the grounds stated in his objection. 
It is an imperative direction to the 
Court, and the provision is made for 
the purpose of protecting public re 
venue and the Court is bound to give 
effect to it. 

In the Lancey Shipping Co. case, 
Williams, J., further observed that:— 

(i) In each case the sufficiency of 

the grounds is a matter for the 
Court. 
Vague grounds, such as that 
the assessment is excessive, 
afe not a compliance with the 
Act. 


(ii) 
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(iii) In the particular case he felt 
that the grounds that an 
amount of compensation re- 
ceived by the company was not 
assessable income, was a re- 
ceipt of a capital nature, and 
not made assessable by any 
provision of the Act, were suf- 
ficient to raise the question at 
issue on the appeal. 


It seems, therefore, that Williams, 
J., did not intend his often quoted re- 
marks to be taken in the way that they 
have been when followed on a number 
of occasions by members of the Boards 
of Review. 


If they are taken literally, it would 
seem that the only matter which can 
be excluded from an objection is the 
evidence to establish the facts upon 
which the taxpayer’s case depends. 


This surely is not what Section 185 
requires. Pointing out of the respects 


in which the taxpayer disagrees with 
the assessment is obviously required. 

It is also necessary to set these re- 
spects out in full detail. It is not 
sufficient to say that the taxable in- 
come is excessive without saying that 
a certain item should be allowed as a 
deduction and has not been or that an 
item should not be treated as assess- 
able income. 

But to what extent is it necessary 
to give in the objection itself the 
reasons why that item should be al- 
lowed as a deduction or not treated as 
assessable income? It seems that there 
is no straightforward answer to this 
question: it is one of degree depend- 
ing on the circumstances of individual 
cases. The review of decisions given 
in this paper may be of some assis- 
tance in deciding where the line can 
safely be drawn in the individual cases 
with which we have to deal. 

[With respect, I am in complete 
agreement with the views expressed 
by Mr. Street in the above article.— 
J.A.L.G.] 





COMMONWEALTH TRADING BANK INTRODUCES MICROFILMING 


HE Commonwealth Trading Bank 

of Australia has recently intro- 
duced the technique of microfilm at its 
principal offices in Sydney and Mel- 
bourne. 


Microfilming is a system of high- 
speed photography that reproduces ob- 
jects photographed as minute film 
Images—if desired both sides of a 
document can be photographed simul- 
taneously. 18,000 cheque size docu- 
ments can be filmed in an hour reduced 
to between one-eighteenth to one- 
thirty-seventh of their actual size. Up 
to 22,000 cheques can be recorded on 
100 feet of film and this feature is of 
major importance in the storing of old 
records. 


i Developed film may be viewed on the 
er”, which restores the image of 
a document to its original size. 
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The equipment, which is fitted with 
many warning devices to ensure cor- 
rect operation, has reached a very high 
standard of efficiency; dark rooms for 
the various stages, including that of 
developing, are not required and opera- 
tors are quickly trained. 

The Commonwealth Trading Bank is 
at present microfilming cheques des- 
patched from its Sydney and Mel- 
bourne Offices to all branches through- 
out the Commonwealth and plans are 
in hand to extend the practice to cer- 
tain other capital cities. Under this 
technique listing of cheques by adding 
machines before despatch to branches 
is eliminated. 

Microfilming has many and varied 
uses and the Commonwealth Trading 
Bank, through its research depart- 
ment, is examining the possible appli- 
cation of its equipment to other phases 
of bank work. 
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Mark-up and Mark-down 


And the Retail Inventory Method 
By R. ADAMSON 


“A JO reason exists for mentioning 

mark-up or margin percentages 
as based on cost price. Many reasons 
exist for mentioning them only on sell- 
ing price. Confused percentages have 
caused more injury to business than 
anything else that is anything like as 
easily prevented.” 


The above is a quotation from 
“Merchandising Management ” by Wil- 
liam E. Koch. The author, in his text, 
emphasizes the importance of express- 
ing mark-up and other figures as per- 
centages of selling price, never on cost 
price. He gives much the same reasons 
as those listed by Mr. R. E. Maskell in 
“The Australian Accountant,” July, 
1953, pp 276/277. 

Mr. Maskell’s well-known ability and 
practical experience in merchandising, 
as well as accounting, command re- 
spect. His opinions, therefore, must 
remain unchallengeable. But for the 
benefit of those interested in this sub- 
ject, it might be worth while to analyse 
some of his statements and set them 
against the terminology used by the 
Australasian Institute of Cost Accoun- 
tants, together with my comments. 


Further, as “The Retail Inventory 
Method” has a prominent place in 
Koch’s textbook, and is mentioned by 
Mr. Maskell among the reasons for con- 
sidering mark-up as based on selling 
price, a short explanation of that 
method of estimating the value of 
stock on hand may be relevant. For 
the successful operation of “The Retail 
Inventory Method” all percentages 
must be calculated on selling price. 


The first statement, or opinion, of 
Mr. Maskell’s is that he cannot sub- 
scribe to the view that the calculation 
of gross margin on the cost base is 
wrong. Now, it is not a question of 
calculation, but of expression or men- 
tion of a percentage, not an amount. 
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As Koch says : “ While it is impossible 
to over-estimate the importance of 
mentioning mark-up or margin per- 
centages only as based on the selling 
price, it is not a question of right or 
wrong from the standpoint of arith- 
metic . . The arithmetic is correct 
either way The difference is a 
matter of advantage or disadvantage 
from the _ standpoint - of business 
management.” 


In the terminology, “ mark-up” was 
defined as “the amount by which a 
selling price exceeds a cost.” When ex- 
pressed as a percentage it is desirable 
that the percentage be calculated on 
the cost and stated as “mark-up on 
cost.” The comments were to the 
effect that this definition is both incom- 
plete and inadequate; incomplete be- 
cause it omits the alternative of ex- 
pressing mark-up as a percentage of 
selling price; inadequate because it 
does not conform to merchandising 
practice, which demands that the mark- 
up (and margin) should always be ex- 
pressed as a percentage of selling price 
or budgeted sales. 


When a percentage is added to cost 
to arrive at a desired margin, some 
American authorities, in order to avoid 
confusion, refer to this as a “mark-on,” 
which is equivalent to the longer ex- 
pression “percentage added to cost.” 


Therefore, we may take it that the 
calculation of a percentage on the cost 
basis is not itself wrong but, in the 
opinion of many, to call this the per- 
centage of mark-up is entirely wrong. 

After stating that probably the sales 
base is in use more than the cost base, 
Mr. Maskell says that: “ mathemati- 
cally speaking, I am of the opinion that 
the cost base is the more logical one, 
for the reasons given.” The reasons 
given are mainly that the cost-control 
authorities always worked on the cost- 
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MARK-UP — Continued 


plus principle and have made _ busi- 
nesses relatively more “cost conscious,” 
and that retail establishments have 
presented their data to conform with 
the regulations. 

The arguments put forward as 
representing the views of those who 
favour the calculation of gross margin 
on cost, are not necessarily those of 
Mr. Maskell, though he endorses them 
by stating: “In my opinion, both 
approaches (on sales or on cost—R.A.) 
have their merits; in presenting com- 
parative data I use both; in costing, 
and determining retail selling prices, I 
always calculate gross margins on 
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‘eost into store‘. 


There can be no disputing the correct- 
ness of the practice of calculating per- 
centages on the cost for specific pur- 
poses, but that appears to be irrelevant 
to this discussion—which is concerning 
the best way to define the term “ mark- 
up” and, incidentally, whether this term 
should ever be applied to the percentage 
added to cost. 

By all means make calculations on 
cost if they are necessary and serve a 
desired purpose, but be sure you do not 
mix the percentages in any financial 
statement. Any accountant having a 
pre-determined percentage on cost to 
fix selling price would undoubtedly con- 
vert this into a percentage on sales for 
the purpose of deducting all other per- 
centages on sales to obtain important 
information, such as percentages of 
rw margin, gross profit, and net 
profit, 


Mr. Maskell concludes by suggesting 
that we should try to clarify our 
thoughts, because much confusion can 
arise—and has arisen—through the 
failure of words to communicate our 
thoughts. I quite agree. But why has 
no one come forward for over six 
months to try to remedy the assumed 
confusion over these percentages ? 
Although accountants generally should 
be well acquainted with this subject, 
the accountants in retail stores should 
be particularly interested. 

A close study of “The Retail Inven- 
tory Method” (R.I.M.) is essential be- 
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cause under that method all percent- 
ages are calculated on selling price. In 
Australia—or, at least, in Melbourne— 
investigation reveals that the R.I.M. 
is not adopted in all the larger retail 
concerns—in some, the _ gross-profit 
ee is considered to be more suit- 
able. 

In U.S.A., however, the practice is 
almost universal. Besides Koch (pre- 
viously mentioned) there are other 
American authors of textbooks which 
deal at length with the subject, the 
latest being “The Retail Inventory 
Method and L.I.F.O.” by McNair and 
Hersum, which devotes stock estimat- 
ing as part of stock control exclusively 
to R.I.M. 

McNair and Hersum illustrate the 
stupidity of working on mixed percen- 
ages by quoting an example of a 
merchant who budgets for 30 per cent. 
expense on sales and a 5 per cent. profit 
and seeks to relate these to a mark-up 
of 40 per cent. on cost. As 40 per cent. 
on cost equals 25.5 per cent. on sales 
the result is obvious. Problems in 
school arithmetic books may be respon- 
sible for this confusion. 

The following quotations from the 
textbooks have a bearing on this point: 

Koch—“Largely through the efforts 
of businessmen who recognize the far- 
reaching influence of the commercial 
problems used in school arithmetics.. . 
school children no longer work with 
problems that make it appear as if 
the difference between cost and selling 
prices (expressed as a percentage on 
cost—R.A.) were profit for the mer- 
chant. The examples now show that 
every business has its overhead or cost 
of doing business, thus helping greatly 
in avoiding the exaggerated ideas of 
merchandising profit that cause harm 
to business.” 

McNair and Hershum—‘“Not a few 
businessmen, students, and members of 
the general public on their initial con- 
tact with the retail world still are 
surprised and puzzled to find that the 
retailer commonly thinks of the spread 
between the cost price and the selling 
price of goods as a percentage of retail 
rather than as a percentage of cost .. . 
It was not so many years ago that the 
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school arithmetic books (most of them 
have since been revised) in propound- 
ing such problems as ‘if a man buys 
three apples for 10 cents and sells them 
for 15 cents what percentage profit 
does he make ?’ gave the answer as 50 
per cent.” 

We might hope for a similar revision 
of the school arithmetic books in Aus- 
tralia. Are some of our accountants 
carrying their schoolday problems into 
their business life ? If that is so, will 
any of those who work with percent- 
ages on cost criticize the arithmetical 
construction of the accompanying 
Stock Account and Profit and Loss 
Statement, which serve to illustrate the 
principle of R.I.M. 

For the sake of simplicity it is 
assumed that the additional mark-ups 
and the mark-downs are in connection 
with goods actually sold; also that dis- 
counts to employees, sales at wholesale 
prices, and allowances for spoilages, 
breakages, and stock shortages are in- 
cluded with the mark-downs. 

The gross margin (or mark-up)* is 
the difference between the total money 
value of the goods handled—beginning 
stock plus purchases—marked up to re- 
tail prices and the total cost of those 
goods. The gross profit is the differ- 
ence between the cost of goods sold and 
the net sales. 

This is the ordinary accounting pro- 
cedure dependent upon an accurate 
knowledge of the value of stock on 
hand. The R.I.M. is designed to ascer- 
tain (as accurately as possible) the 
value of unsold goods at original 
marked-up prices and to convert the 
amount so ascertained to cost by apply- 
ing the percentage of mark-up, known 
as the “cost complement.” That per- 





* Note.—Koch refers to this amount, 
and also its percentage to the total of 
all goods available for sale, as the 
“mark-up.” Then, because he dislikes 
the term “gross profit,” he refers to 
the balance after deducting mark- 
downs and other reduction from origi- 
nal marked-up selling prices as “the 
margin.” 
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centage in this case is 50 per cent, 
representing the mark-up based on 
selling price. 


To the American merchandising man 
his mark-up (in amount and percent- 
age) is the most important factor in 
his budget—after his planned sales, 
From this he bases all other percent- 
ages down to the estimated net profit. 
Percentages of mark-down and other 
reductions of mark-up are set forth be- 
fore arriving at the margin (our gross 
profit). The percentage of mark-down 
—contrary to popular opinion in Aus- 
tralia—is planned and is not just a 
haphazard item. 


Perhaps it would be as well to stop 
now and invite an accountant employed 
in a retail store to give details, from his 
own experience, of the working of 
R.I.M. in practice. But, in the absence 
of such contribution, I am prepared to 
give further information of the method 
as contained in the American mer- 
chandising textbooks. 


In conclusion, however, there is a 
merchandising principle which was re- 
ferred to only briefly in my comments 
but which should not be forgotten. It 
was expressed thus : “ more often than 
not the selling prices of popular mer- 
chandise are governed by competition 
or market conditions.” 


In these circumstances, the first con- 
sideration is the selling price and the 
second consideration is to see that this 
is adequate to cover the cost of doing 
business and the desired net profit. 
American authors of textbooks on 
Merchandising Management emphasize 
this principle in much the same words 
as Koch—substituting for his terms 
“mark-up” and “margin” our terms 
“gross margin” and “gross profit.” 
“The significant point is that our cus- 
tomer is the one who always has the 
final say-so on what we are to get. 
Merchants set the gross margin; Ccus- 
tomers determine the gross profit.” 


The practical outcome of applying 
this principle is that the onus is pla 
on the buyers, including the suppliets 
of goods through subsidiaries 4 
owned factories. American textbook 
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MARK-UP — Continued 


writers on merchandising give almost 
as much prominence to the buying or 
procuring department as they do to the 
sales department. 


Consequently, the budget works in- 
versely by commencing with the esti- 
mated sales at fixed or pre-determined 
prices and finishing with the prices at 
which the various lines of goods will 


STOCK ACCOUNT. 


Cost Retail 
£5,000 £10,000 
50,000 100,000 


55,000 


Beginning Stock 
Purchases .... .... . 





Cost Complement 50% 
Additional Mark-ups 


110,000 
500 





£55,000 £110,000 





Cost Retail 
£90,500 
10,000 
100,500 


10,000 


Sales (net) 
Mark-downs 


End Stock— 

SS ae 

at cost (50% of £10,000) 5,000 
Cost of Goods Sold 50,000 





£55,000 £110,000 





have to be bought or made to show a 
satisfactory net profit after allowing 
for budgeted expenses. 

Among other things to be considered 
are mark-downs and reductions from 
the original marked-up prices, but only 
under price control conditions is it pos- 
sible to work blithely on a fixation of 
selling price by adding a percentage on 
cost. Accountants should therefore 
give attention to merchandising prin- 
ciples when preparing estimated or 
budget statements for retailers. Price 
control is not a permanency. 


PROFIT AND LOSS STATEMENT 


Sales (net) peti 
Retail Deductions— 

Mark-downs (add) 

Mark-ups (deduct) 
Criginal Marked-up Prices of Goods Sold 
Cost of Goods Sold .... .... : 
Gross Profit 

£90,500 £90,500 

10,000 


100,500 
500 


£100,000 


100.00 


50,000 
£40,500 








THE RETAIL INVENTORY METHOD ("R.1.M.”) AND 
OTHER ODD THINGS 


By R. E. MASKELL 


ME. ROBT. ADAMSON is to be com- 

mended for the trouble he has gone 
to in discussing the subject “ Mark-up 
and Mark-down and the Retail Inven- 
tory Method.” 

Reverting to the attempt made by 
The Australasian Institute of Cost 
Accountants to define the concept 
“mark-up” I cannot dismiss from my 
mind the thought that the draftsmen 
of the definition under discussion were 
naturally dominated by “cost” con- 
siderations. 

In other words, they gave a narrow, 
specialised definition which, when con- 
sidered in relation to the sponsoring 
body, was certainly a realistic one. As 
far as they went they were correct. 
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As to whether they should have gone 
further and propounded an all-inclusive 
definition of mark-up to bring it within 
the ambit of merchandising practice is 
still debatable. 

Merchandising is a specialist field, as 
Mr. Adamson well knows. My mention 
of R.I.M. was to make my points as 
fairly as possible, but that does not 
mean that I am entirely “sold” on it. 

My general impression is that R.I.M. 
in merchandising circles will soon be- 
come R.I.P.—particularly in emporia 
and the larger stores. 

This is just an impression, but I have 
my reasons for believing this to be so. 
I am wholeheartedly behind Mr. Adam- 
son in inviting merchandising men to 
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MARK-UP — Continued 


give their brief views or comments on 
this point. 


Summary. 


But— 


(i) Mark-up—both previously and 
now, in the United States and in Aus- 
tralia, is the difference between the re- 
tail price and the cost. This is another 
way of saying “the amount by which 
a selling price exceeds a cost.” 

(ii) Apparently the base on which 
the given percentage should be calcu- 
lated is the element of the definition 
under “ fire.” 

Historically speaking, and as pre- 
viously indicated by me, the “mark-up” 
was expressed on the “cost” base, even 
in the United States, i.e., the cost base 
is the older of the two bases. 

(iii) On logical grounds my main 
reason was not only because of price 
control, but that if the gross margin 
or mark-up is based on the sales price 
then the gross margin is already in- 
cluded in the sales figure. That is, we 
are looking for a margin which is 
within the sales figure. 

To make use of a term suggested by 
Koch the sales figure then has a margin 
complement. Relatively speaking, we 
must at times render down the sales 
figure if we are to find the gross mar- 
gin if Mr. Adamson’s argument is to 


be sustained. 

(iv) The newer of the two 
approaches in merchandising is the 
budget idea. Expressed (rather labori- 
ously, I am afraid) in another way, we 
have a “target.” If we ring the bell 
then we attain “cost” plus gross mar- 
gin. If we miss the target we earn 
“cost” plus a relatively lower gross 
margin. If we exceed the budgeted 
sales price we earn “cost” plus a 
relatively higher margin. 


This is another way of saying that 
the base or given value (whether we 
like it or not) is the “cost” or outlay. 

The sales figure is possibly the movy- 
ing quantity—it may go up or down 
or even remain stable. It is analogous 
to the window in a house. 

(v) Associative accounting and re- 
search bureaux, particularly in the 
United States, have now popularised 
the sales base and for this (on utili- 
tarian grounds) I have every respect. 

(vi) Therefore, of the two bases the 
one coinciding to the circumstances of 
perfect competition envisaged, I think, 
by Mr. Adamson (the budget or target 
approach—the newer approach) is the 
one which is missing. 

(vii) Even in budgetary control, 
“cost” or outlay should not be over- 
looked—in fact, it cannot be in the long 
run. 

(viii) Whether “the market” deter- 
mines the gross margin, or whether the 
outlay or cost does, it is probably more 
realistic to say that in the long run 
both extremes—the floor and the ceil- 
ing—determine what is in between, the 
mark-up or gross margin, but in mer- 
chandising getting is usually antece- 
dent to that of disposal; the outlay or 
“cost” is undoubtedly the given factor 
or base on which we mark-up or come 
down to (or even go to the basement) 
—“what goes up must come down.” 

In the absence of the terms of refer- 
ence given to the panel of the Aus- 
tralasian Institute of Accountants I 
think it was reasonable for them to 
give the traditional but narrow defini- 
tion of mark-up. 

It is conceded that it is not all- 
inclusive, but it is undoubtedly descrip- 
tive when viewed historically. 

Possibly we should arrive at defini- 
tions of (a) initial mark-up and (b) 
final or maintained mark-up—but it is 
to be noted “mark-up” is still, in my 
opinion, a logical and sound term. 
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Fine Points of Commercial Law 


By E. H. COGHILL, LLM., (Librarian of the Supreme Court of Victoria) 


Tax Avoidance Scheme Goes Wrong 


N McCann v. Ngurli Lid., 1953. 

S.A.S.R. 233, it appeared that i 
gentleman, Southcott, was the owner oi 
shares in a private company, Southcot: 
Ltd. In order to avoid taxation, hx 
formed another private company, the 
defendant, in which he held one share 
only, giving thirty shares each to hiz 
sister and his niece. 

But his share had such substantiai 
voting and other rights that whoever 
owned it had complete control of the 
company. He then sold shares in South- 
cott Ltd. to Ngurli Ltd., in exchange 
for redeemable non-interest bearing de- 
bentures, and every time Southcott Ltd. 
declared a dividend, he procured Ngurli 
to use the proceeds in retiring some of 
these debentures. 


Then he died, and soon after the Com- 

missioner of Taxation (the Act having 
been amended) started inquiring about 
all this money being used to pay capital 
debts instead of being distributed. As 
a result there was a rush to declare 
dividends, but the executor did not see 
why the sister and niece should get the 
lion’s share of the accumulated profits, 
when obviously the testator had merely 
intended them to be dummies. 
_ Accordingly, he used his overwhelm- 
ing voting power as holder of the 
“governor’s share” to convert all the 
outstanding debentures into over 4,000 
shares, thus swamping the holding of 
the other two. However, the taxation 
authorities had not been idle in their 
case either. Both had been assessed to 
gift duty on the basis that they each 
owned 30/61ths of the capital value of 
the defendant company. In addition 
their shares were notionally assessed 
a part of the estate of Mr. Southcott, 
and the two ladies not unreasonably 
objected to paying all this taxation only 
to see the asset on which they were 
paying destroyed in this fashion. 
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Accordingly they took these proceed- 
ings, and the Court decided that a direc- 
tor’s power to issue new shares is fidu- 
ciary and must be used in the interes: 
of the company. Here it was used ir 
the interests of one shareholder only 
This was oppression of the other two 
and was (in effect) a fraud on the 
others within the meaning of the law 
of companies, and the Court would sei 
the transaction aside and cancel these 
new shares. 

One may doubt the first link in this 
chain of reasoning. Everyone knows 
that these overwhelming powers are 
not given to a governing director solely 
for the purposes of the company, but as 
a recognition of the practical business 
position that he really owns the com- 
pany, and is entitled to do as he likes 
with his own. The result reached seems 
eminently reasonable considering the 
taxation claims which descended on the 
plaintiffs, but one has a feeling that 
perhaps a hard case has made bad law. 


Partnership Accounts — Interest 


HE case of Wilks v. Howey, 1954, 

V.L.R. 22, raises a number of points 
about the accounts of a small partner- 
ship. 

Plaintiff sued defendant, claiming 
dissolution of a partnership subsist- 
ing between them. A decree was made 
in December 1941, declaring that the 
partnership was dissolved as from 
1939, and the intervening period, till 
this case was heard in 1953, was ap- 
parently spent in playing about with 
the partnership accounts. Finally these 
points emerged. 

The plaintiff was a sleeping partner. 
Defendant ran the business of the part- 
nership (nature unstated) and kept only 
one bank account, using it for his own 
and partnership matters indiscrimi- 
nately. For several years he had put 
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FINE POINTS OF COMMERCIAL LAW—Continuea 


rather more money into the partner- 
ship than he had taken out, so that in 
effect he had made advances to it. After 
a time his drawings increased and for 
several years he was overdrawn. There 
was no element of fraud about this, but 
he used the firm’s money to pay his own 
bills, and his partner, the plaintiff, did 
not know this was taking place. 


Plaintiff had come in on the basis 
that he should advance £250 to the 
partnership, but at different times his 
advance was slightly more. Defendant, 
when he submitted accounts shortly 
after the Court order in 1941 credited 
the plaintiff with interest on his ad- 
vances, including the £250, at 7% per 
annum. 


On these facts the Court was asked 
to rule as to points of difficulty. 


Firstly, the defendant was entitled 
to interest on his advances, and al- 
though he was not entitled to compound 
interest, he was entitled to treat his 
drawings as made against his accrued 
interest, thus increasing (or, rather, 
not decreasing) the amount of his ad- 
vances earning interest. 


But when his account became over- 
drawn he did not have to pay interest. 
The general rule is that, in the absence 
of fraud, partners do not pay interest 
on money they owe the partnership un- 
less they agree to do so. The mere fact 
that a partner pays his private debts 
out of the partnership account is not, 
taken by itself, to be counted as fraud, 
even if it takes place without his part- 
ner’s knowledge. 


Secondly, as to the plaintiff. He had 
become a partner on the terms that he 
should provide £250, and normally he 
would have had to provide that sum 
free of interest as his contribution to 
the partnership activities. However, 
defendant had long ago recognised his 
right to interest, and it was too late for 
him to dispute that right now. Accord- 
ingly, he should be allowed interest on 
the whole of his advances in the same 
way as the defendant. 


372 


Canadian Banking Practice 


AND G Construction Co. v. Bank of 

Montreal, (1954) 2 D.L.R. 1753, 
turns on a point of Canadian banking 
practice, and illustrates the rule that 
the law of banker and customer depends 
on contract and may be altered by the 
agreement of the parties. 


In this case, plaintiff sued the Bank 
to recover $2,000, the proceeds of three 
forged cheques which had been paid by 
the Bank and debited to the Company’s 
account. The Bank’s defence was that 
the complaint was not made in time. 


We are used to the rule that receipt 
of banks statements without question 
is more or less an indication to the Bank 
that the account is in order, but that no 
one knows quite how strong an indica- 
tion that is, or what conduct on the part 
of the customer is sufficient to preclude 
him from subsequently challenging the 
total in the pass-book or loose-leaf state 
ment. See Paget on Banking, 5th Edi- 
tion, Chapter 18 (p.p. 344-362). 


In Canada they go further. To obtain 

a statement from the Bank a respons- 
ible officer of the plaintiff had to signa 
receipt containing the clause “The 
undersigned agrees that he will within 
fifteen days check the entries in the 
statement of account and 

will in writing point out to the said 
Bank any errors therein,” and went on 
to provide that the Bank should not be 
liable for any errors not so indicated. 


In this case the inevitable happened. 
The plaintiff’s manager noticed the 
error, went down and talked to the bank 
manager, was pacified with soothing 
words, and no-one on the plaintiff's side 
thought of this fifteen day limitation 
(assuming they had ever noticed it) til 
it was too late. 

Nevertheless the Court had no difi- 
culty in deciding that, if the parties 
cared to sign such a document, there 
was no legal reason why it should not 
constitute part of their contract, and 
the defendant Bank was entitled to rely 
on this failure as a complete defence t0 
the action. 


— Concluded next pase 
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In Brief .. . 


By GORDON BRUNS 


Scope for the Mature. Now that the 
means tests are being liberalised for 
pensions, and our population shows a 
rising proportion of persons of mature 
age, the way is opening up for a new 
appraisal of the value of older workers 
in industry. While means tests re- 
mained severe, the community could 
hardly expect many elderly people to 
continue working beyond the age when 
they could receive a pension. 

But the situation is now changing 
in this respect, as older people are 
allowed to earn £3/10/- a week in Aus- 
tralia without losing pension rights, 
and also to own considerable property. 
And now that there are so many people 
in these age groups, a vast potential 
supply of labour is involved. 

Added to the fact that modern health 
services and medical science are pre- 
serving many mature people in good 
health until well into pension age, and 
also the fact that modern machines and 
other aids can assist workers incapable 


of strenuous work and even partly dis- 
abled workers, we may well be entering 
a new era of profitable old age. 


Weak Wheat. In the unfavourable 
marketing situation facing Australia, 
we must expect the usual accompani- 
ments of buyers’ markets. Thus the 
New Zealanders have voiced their dis- 
satisfaction with the standard of Aus- 
tralian wheat, which they claim does 
not combine well with their own pro- 
duct in flour making. 

The Dominion obtains two-thirds of 
her annual requirements of 12 million 
bushels from Australia, under an 
agreement, and feels entitled to receive 
a satisfactory product from her neigh- 
bour. New Zealand would apparently 
buy the superior and cheaper Canadian 
wheat if dollars were easier. Australia 
has depended on the dollar shortage to 
help retain a number of sterling mar- 
kets in recent years—a position which 
may not continue indefinitely. 





FINE POINTS OF COMMERCIAL LAW—Concluded 


Winding Up and Current Transactions 


E case of Re T. W. Construction 

Ltd., (1954) 1 A.E.R. 744, is a 
straightforward decision on the (Eng- 
lish) Companies Act 1948 sec. 227, 
which corresponds to the (Victorian) 
Companies Act 1938 sec. 173. This 
section is intended to bring into com- 
pany winding up procedure the law as 
to fraudulent preference with which we 
are familiar in bankruptcy, but unlike 
the bankruptcy legislation it does not 
operate automatically, but only “unless 
the Court otherwise orders.” 

In this case the company’s manager 
approached its Bank manager, told him 
ithad exported certain goods, and asked 
for a temporary overdraft of £1,000. 
This was granted and used. Later, a 
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winding up petition was presented to 
the Court, at a time when about £800 
was owing on the overdraft. Soon after 
the Bank honoured further cheques for 
wages, bringing the overdraft to about 
£1,350, and then the payment for the 
goods exported, £1,300, was paid into 
the account. Next day the bank mana- 
ger learned of the winding up petition. 


On a claim by the liquidator for this 
£1,300, the Court had no difficulty in 
holding that the overdraft was a normal 
business arrangement for the legitimate 
business purposes of the company, and 
that therefore the whole transaction, 
including the payment to the Bank, 
should be treated as proper, and the 
Court accordingly “ordered otherwise” 
under the section already mentioned, 
thus authorising the Bank to retain this 
money. 





IN BRIEF — Continued 


Come to the Fair. As accountants 
serve all industries, they may wish to 
recommend clients to patronise one of 
the international get-togethers pro- 
moted in various parts of the world. 
Here are some dates: 

International Industrial-Agricultural 
Tourist Exhibition, Damascus, August 
15 to October 15. 

Indonesian International Trade Fair, 
Djakarta, August 17 to October 3. 

International Fair of Damascus, Sep- 
tember 2 to October 1. 

Swiss Agricultural Exhibition, Lu- 
cerne, Switzerland, September 16 to 
October 11. 

International Cotton, Rayon, Chem- 
istry and Textile Machinery Exhibition, 
Busto Arsizio, Italy, September 25 to 
October 8. 

German Industries Exhibition, Ber- 
lin, September 25 to October 11. 

Horticultural Fair, Utrecht, Septem- 
ber 28 to October 6. 

Autumn Exhibition, Paris, Septem- 
ber 30 to October 18. 

International Exhibition of Auto- 
mobiles, Cycles and Sports, Paris, Oc- 
tober 7 to 17. 

International Fair, Utrecht, October 
20 to 27. 


* 


Behind the Budget. While most of 
the comments on the Budget were— 
naturally enough—directed towards the 
amount of tax relief, or the amount of 
expenditure on pensions or on defence, 
some of the most important aspects 
surely concern the impact of public fin- 
ance on the inflationary tendencies 
apparent in the economy. While the 
Budget apparently does little to deflate 
the economy, it does maintain the pro- 
cedure of paying for Commonwealth 
capital works from revenue. 

It also carries the dormant possibility 
of a considerable surplus, which the 
Commonwealth could—if it so chooses 
in the interests of economic policy when 
the time comes—withhold from expen- 
diture. If inflation develops, we might 
expect income tax revenue and the 
yields from indirect taxes to rise above 
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estimates. In such an event, if a defia. 
tionary policy is required, the adminis. 
tration could freeze this surplus. 


* 


Value for Taxes. However dearly we 
might have wished for more tax cuts, 
most taxpayers will admit, on exam. 
ination of the Budget Papers, that the 
increases in government expenditure 
will, prima facie, give us real va'ue for 
our taxes. The major increase was for 
pensions—mainly for the age and in- 
valid categories; but the departmental 
increases also promise to yield a tan. 
gible return. 

The largest rise—of over £3 million— 
is for war service homes, an urgent 
social need in these days when housing 
costs are rising and finance is so tight. 
Then the Snowy Mountains Hydro- 
Electric Authority will receive £1 
million more than last year. The 
Health Department will also spend 
substantially more, as will ship con- 
struction and purchase of ships over- 
seas. And, of course, the Treasury will 
need about £400,000 more to guide the 
rising spending in various directions. 

Fortunately, the Aluminium Commis- 
sion requires some £850,000 less than 
last year, because its plant is nearing 
completion, and should begin producing 
alumina for reduction into aluminium 
metal during the current year. There 
will be substantial increases in expen- 
diture on business undertakings and 
on territories, ‘both of which ar 
largely directed towards capital im- 
provements. 


* 


Science Over the Counter, Education 
for retailing is being promoted by the 
Retail Traders’ Association of Victoria 
in conjunction with the Melbourne 
Technical College. The objectives of 
the course of study being arranged are 
to raise the status of retailing as 4 
career, provide training in subjects de 
signed to supplement practical store 
experience, provide the fully trained 
shop assistant with greater evidence of 
qualifications, and help employers 
assessing the potential value of trainee 
executives. 
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IN BRIEF — Continued 


The course is expected to begin next 
February, and a four-year syllabus has 
been designed, an intermediate certifi- 
eate being available to those completing 
the first three years. 

Ali sections of the community must 
ultimately gain by any rise in the stan- 
dards of education and efficiency at- 
tained by any one section. And retailing 
is such an important part of modern 
economic life, incurring such a large 
proportion of total living costs, that 
higher efficiency in its operations must 
be very welcome. Accountants who have 
to work on the data supplied from this 
industry may ultimately appreciate the 
training to be given in Retail Arith- 
metic and Procedure, and in the fourth 
year subject: “Retail Accounting”. 


* 


Your Income and Mine. Despite the 
steadying of the price levels, Austra- 
lia’s national income showed a further 
gain in the year 1953-54, rising by 5% 
to £8,776 million from £3,599 million in 
the previous year. This is a more rapid 
rate of growth for the period than the 
population growth, but before we could 
say that it represented a higher per 
capita income in real terms, we would 
have to measure the price level rather 
accurately—which we cannot do. 

However, the evidence tends to sug- 
gest that there has been a rise in real 
per capita incomes. Gross private in- 
vestment in fixed capital also showed 
arise of some 7% to about £700 mil- 
lion in the year, maintaining its pro- 
portion at 16% of gross national pro- 
duct. Preservation of the high rate of 
investment is very important for Aus- 
tralia’s continued development. 


* 


Dollars for Development. The profit 
of some £74 million by General Motors- 
Holden’s Limited has roused various 
reactions, Some are inclined to criticise 
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the large profits of big business, little 
realising that it represents quite a rea- 
sonable rate of return on a large in- 
vestment over a long period, during 
some of which time little return was 
evident but much risk was taken. 

Others feel that prices ought to have 
been cut more if the company had a 
margin of about £100 a car, little think- 
ing of the difficulties of fine budgeting 
amid the uncertainties of the market, 
and that errors must be slanted to- 
ward profit rather than losses, for the 
public has no sympathy with a losing 
proposition — however cheaply they 
supply a product. Others raise the par- 
rot cry that profits are being “taken 
out of the country”, unmindful of the 
fact that they represent the return on 
much dollar capital which was brought 
here to enrich the country’s industry 
and raise her employment and product- 
ion, and further that much of the profit 
will, in fact, remain for further invest- 
ment in enlarging the industry. 

The company’s expansion plans envis- 
age heavy additional investment of the 
order of fifteen million dollars. If the 
Commonwealth Government had bor- 
rowed such a sum from an international 
authority, it would have been hailed as 
a considerable contribution to our pro- 
gress. And such a loan would require 
fixed interest and repayment of capital, 
whether it results in profits or not. By 
comparison, General Motors’ invest- 
ment will receive a return and repay- 
ment only if the venture succeeds. 

And others just wonder at the tech- 
nical efficiency which enables one out- 
standing industry to make a profit by 
selling a product which is traditionally 
dependent on the economies of mass 
markets, but is doing it in the restricted 
Australian market in spite of rising 
costs and without compensating in- 
creases of tariff protection. 

Perhaps this inspiration is, after all, 
GMH’s most important contribution to 
Australia’s growth, unless it is the 
supply of an economical and suitable 
transport unit and the prospect of 
export earnings in the near future. 





BOOK REVIEW 


The Evolution of the Science of Book- 
keeping, by H. J. Eldridge (second 
edition revised by L. Frankland) ; 
Gee & Company (Publishers) Ltd.; 
1954; Pages 70; Price 20/9. 


O little has been published on the 
history of accounting that any 
work from original sources is a wel- 
come addition to the literature of the 
subject. 


The preface to this small volume 
states that it is a revised edition of a 
book which was based on a lecture de- 
livered twenty-five years ago. 


It consists of five parts. Parts I: 
“Account Keeping” (2600 B.C. to A.D. 
1527); II: “The Pioneers of the 
Science” (fifteenth and _ sixteenth 
centuries) and III: “The Pioneers of 
the Science” (seventeenth century et 
seq.) comprise by far the greater part 
of the book; Parts IV: “The Study of 
Book-keeping” (present time) and V: 
“Mechanized Book-keeping” (present 
time) being compressed into the final 
ten pages. 


If, from the title, one is led to ex- 
pect a well-defined and developed thesis 
of the history of accounting, one will 
be somewhat disappointed. The first 
part, for example, contains a number 
of examples of pre-double entry ac- 
counts; the second is a brief catalogue 
of the earliest writers on account keep- 
ing; the third continues in the same 
way and provides a comprehensive list 
of writers on book-keeping up to 1850, 
with some interesting observations on 
a few of them. 


Such a list in itself is a very usefy] 
reference if one is interested in the 
earlier writers. As a short-title biblio- 
graphy it is comparable, in the number 
of works included, with David Mur. 
ray’s monumental “Chapters in the 
History of Book-keeping and Account- 
ancy”, but one regrets that more is 
not given about most of the books men- 
tioned. 

But this would have required a full 
course of lectures, and, as it is, one 
marvels at the amount of information 
covered in one lecture. 

Comparison with Murray’s “Chap- 
ters” reveals a few minor discrepan- 
cies, which it is impossible, at this 
side of the world and without recourse 
to the sources themselves, to choose 
between or reconcile. For example, 
the anonymous translator of Menp- 
her’s book in 1596 appears as “W.P.” 
on pages 32 and 36 of this work; ac- 
cording to Murray he was “N.P.” 

Dafforne’s “The Merchants Mirrour” 
is stated here to have been first pub- 
lished in 1636, whereas Murray states 
the date to have been 1635. Again, 
Charles Snell’s first book is stated to 
have been “A Guide to Book-keeping 
according to the Italian Method”, pub- 
lished in 1709; Murray, however, 
credits Snell with books published in 
1697 and 1701, before the 1709 book. 

There are many points of interest in 
the book for the historically minded 
student, not the least of them lying in 
some of the illustrations. It can be 
commended to anybody concerned with 
the historical background of book- 
keeping techniques. 

L. GOLDBERG. 


AUSTRALIAN SOCIETY OF ACCOUNTANTS 
APPOINTMENT OF RESEARCH OFFICER AND EDITOR 


The General Council of the Society has decided to appoint a full-time Research 
Officer, whose duties will be combined with those of Editor of The Australian 
Accountant. Attention is drawn to the advertisement in this issue calling for 
applications for the post. 
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Current Problems — 


Discussed in Overseas Journals 


The last instalment o 
articles in overseas journa 


these notes (May, 1954, issue) carried the review of 
up to January-February, 1954. The present instalment 


brings it up to about the end of June, 1954. 


Two New Journals 

This month we welcome two import- 
ant new journals. One, the first issue 
of which was in June, 1954, is The 
Journal of Taxation, published in New 
York and “designed to fill the need for 
a current, yet easily understandable, 
and comprehensive report on new tax 
developments, and new business de- 
velopments related to taxation, for 
the man who has to be serious about 
taxation”. 

The journal is edited by a group of 
lawyers and accountants, each of 
whom is a tax practitioner with special 
expertness in the field he covers in 
the journal. The General Editor is 
William S. Papworth, formerly manag- 
ing editor of The Journal of Acéount- 
ancy. 

The other is The South African Ac- 
countant, which made its first appear- 
ance in March, 1954, as the official 
journal of the Public Accountants’ 
and Auditors’ Board of South Africa. 
This Board was established in 1951 by 
an Act of Parliament which provided 
for the registration of accountants 
throughout the Union. 

The Bill was unanimously supported 
by the entire organized profession in 
South Africa, consisting of eight 
societies or branches of English bodies. 
Volume 1, number 1, contains an in- 
teresting history of the profession in 
South Africa by G. E. Noyce. 


Centenary of the Institute of Char- 
tered Accountants in Scotland 

The centenary of the Institute of 
Chartered Accountants in Scotland, 
one of whose predecessors was the 
oldest body of accountants in the 
world, was marked by-a special cen- 
tenary celebration, an illustrated issue 
of The Accountants’ Magazine, and 
by a special supplement, dated 26th 
June, to The Accountant. 
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The centenary was celebrated from 
16th to 18th June, 1954, and the pro- 
ceedings included papers by Professor 
Robert Browning, on The History and 
Development of the Accountancy Pro- 
fession in Scotland, and by Ian T. 
Morrow, on The Accountant in Modern 
Society. 

Summaries of these papers are given 
in The Accountant’s special supple- 
ment. The centenary celebration num- 
ber of The Accountant’s Magazine 
contains a review, by Professor M. G. 
Fisher, of A History of the Chartered 
Accountants of Scotland, written anony- 
mously and published by the Institute 
on the occasion of the centenary. 
Other interesting articles in the issue 
include one, by Sir John Mann, on 
Glimpses of Early Accountancy in 
Glasgow, and one, by Sir James Reid 
Young, on Electronics for Bookkeep- 
ing. 


Education and Training of 
Accountants 


In The Accountants’ Journal (N.Z.), 
July, G. A. Currie, Vice-Chancellor of 
the University of New Zealand, dis- 
cusses the university and professional 
training. He points out that “in all 
universities, except a very few that 
are devoted entirely to research, the 
biggest part of their duty is concerned 
with professional training’; and that 
in any professional training the uni- 
versity offers “sharpening of the mind 
to critical review of things and broad- 
ening of the intellect by contact with 
other students”. 


Kenneth F. Byrd, in Cost and Man- 
agement, June, in an article entitled 
Education in Industrial Accountancy, 
pleads for a more liberal educational 
background, including a sufficient con- 
tent of economics and the humanities. 
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CURRENT PROBLEMS — Continued 


In The Journal of Accountancy, 
April, David M. Beights issues a chal- 
lenge to the profession on its standards 
of admission. He claims that the wid- 
ening opportunities for public accoun- 
tants necessitate a raising of educa- 
tional requirements. 

Collegiate instruction should be 
brought up to an acceptable standard, 
determined jointly by the profession 
and the schools; reasonable and ap- 
propriate practical experience should 
be required and the standards of 
quality of the required experience 
should be raised; examinations should 
be improved and re-orientated; and 
the institutions of higher learning and 
the profession should co-operate to 
bring about these reforms. 

In The Accounting Review, April, 
Thornton F. Bradshaw, on Planning 
for Research, says that though the 
most important social obligation of 
business is to make a profit, the new 
way of managing business has pro- 
duced a decline in the validity of pro- 
fits as a standard for making decisions 
within a firm, and replacement of the 
business man by the executive. 

The new function in business is 
management planning and _ control. 
Research into this new function is 
necessary and the universities are the 
best source of supply of such research 
facilities. 

Bruce Futhey, in The Journal of 
Accountancy, May, in an article en- 
titled Organizing and Operating a 
Successful Internship Programme, de- 
scribes an on-the-job training course 
at Michigan State College, carried out 
with the aid of public-accounting 
firms. 


Management Accounting 


In Accounting Research, January, J. 
Kitchen, on Costing Terminology, 
questions whether definitions which 
take the form of authoritative pro- 
nouncements are always. desirable. 
The article is illustrated particularly 
by reference to the current terminol- 
ogy of the Institute of Cost and Works 
Accountants. 
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The author prefers the practice fol- 
lowed by the Committee on Account- 
ing Procedure, American Institute of 
Accountants, of giving particulars of 
the majority by which a recommenda- 
tion of the committee was adopted. the 
names of the dissentients (or of those 
who assent with qualifications) and 
usually the views of the dissentients. 

In Accounting Research, January, 
Gilbert Amerman continues his series 
of articles on the Mathematics of Vari- 
ance Analysis. Previous articles in 
this series by the same author ap- 
peared in the July, 1953, and October, 
1953, issues of Accounting Research. 

This article shows how advanced 
mathematical formulae may be used 
to determine the quantity, price and 
mix variances for all products, com- 
bined with the proviso that the sum 
of all three variances must equal the 
total variance. 

The April issue of Accounting Re- 
search contains an article’ by W. F. 
Luttrell on Some Problems of Inter- 
Plant Cost Comparisons. This de- 
scribes the difficulties encountered in 
a study now being completed at the 
National Institute of Economics and 
Social Research of about 100 branch 
factories in Great Britain. 

The objective was to make long- 
term (yearly) comparisons between 
costs in branch plants. Difficulties ex- 
perienced included unsuitability of re- 
cords, particularly the non-integration 
of accounting records; lack of suf- 
ficient resemblance between products; 
problems of measurement and weight- 
ing of output; and allocation of ex- 
penses. The article considers also es- 
sential requirements for valid compari- 
sons. 

In The Accountant, 8th May, T. S- 
McAlpine, on Management Account- 
ing, says that “defining the objective 
and allocating responsibility is a func- 
tion of management; measuring the 
results achieved is, in the main and 
particularly at top level, a function of 
management accounting”. The article 
goes on to consider how this function 
is performed through forecast bud- 
gets, flexible budgets, budgets based on 
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normal capacity, and short-term bud- 
gets. 
Ancrum Evans, in The Accountant, 
29th May, on Forward Accounts, dis- 
cusses forecasting technique, includ- 
ing preparation of budgets and com- 
parisons of performance with budgets. 
Another article on budgeting is Bud- 
gets for Canadian Business, by A. 
Gordon Hall, in The Canadian Char- 
tered Accountant, June. The author 
sees the purposes of budgets as to pro- 
vide a guide and target, to encourage 
planning and correlation, and to con- 
trol expense, cash and capital expen- 
diture. 

The Accountant, 19th June, con- 
tains notes by the Council of the Insti- 
tute of Chartered Accountants in Eng- 
land and Wales, outlining the nature 
and purpose of management account- 
ing, and a leading article thereon. 

In The Cost Accountant, March, 
A. W. Field considers The Peculiar 
Position of the Management Account- 
ant, covering the essentials for success 
as a management accountant, the 
organisation of the accounts depart- 
ment, the creation of interest in man- 
agement accounting and respect for its 
usefulness, and relations between the 
management accountant and manage- 
ment. 

It is good for us to be reminded now 
and then of our limitations; F. T. 
Hunter, in The Cost Accountant, May, 
deals with the limitations of standard 
costs and budgetary control. These 
limitations include the fact that stan- 
dard costs and budgets must depend 
on technical data provided by other 
people, the adequacy of which is dif- 
ficult to check. Standard costing and 
budgetary control are not control itself, 
though they provide a means of con- 
trol. They are no substitute for man- 
agement and their usefulness depends 
on good interpretation. 

In the same issue of The Cost Ac- 
countant, David J. Young, on Control 
of Capital Expenditure, is a case study 
of accounting techniques used in the 
new works of the Steel Co. of Wales 
m the preparation of estimates of 
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capital expenditure when new works 
are planned and in the recording and 
control of that expenditure as con- 
struction proceeds. 


In an article entitled An Approach 
to Management Accountancy in Job- 
bing Industries, F. T. Pearson, in The 
Cost Accountant, June, asks whether 
the objects of budgetary control and 
standard costs can be achieved in such 
industries and whether the conven- 
tional pattern of these techniques can 
be adapted to attain the necessary 
flexibility. He concludes that they can, 
and illustrates his argument by ex- 
amples of statements prepared for use 
by general management, sales man- 
agement, factory management, and in 
the control of purchases and usage of 
material stocks. 


In the same issue of The Cost Ac- 
countant, R. J. Gibbens, on The Prac- 
tical Application of Modern Costing 
Technique, discusses the use of stan- 
dard costs and budgetary control. 
Another article in the same issue of 
The Cost Accountant, by H. E. Kear- 
sey, entitled Fundamentals of Stan- 
dard Costing, reviews the development 
of standard costing in the United 
Kingdom and goes on to discuss the 
fundamentals and specific objectives. 


Fundamentals are a clear know- 
ledge of objectives for control, pre- 
paration of standards by scientific 
methods, differentiation between meas- 
ured standards and expected stan- 
dards and frequent and prompt pre- 
sentation of results. 


H. W. Glasgow, writing in The Ac- 
countants’ Journal (N.Z.), March, on 
Top Management Control through 
Basic Standard Costs, analyses the dis- 
advantages of ideal or current stan- 
dard costs. This is a technical de- 
scription of the operation of a basic- 
standard cost system, from the pre- 
paration of the data up to the presen- 
tation of reports and analysis of varia- 
tions. 


In the May issue of The Account- 
ants Journal (N.Z.), W. L. Birnie, on 
Management Accountancy in New Zea- 
land, stresses the need for good rela- 
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tionships between the management ac- 
countant and others. Control of Re- 
search and Development Expenditure 
is dealt with in two N.A.C.A. Bulle- 
tins—one, in the March bulletin, by 
John V. James, entitled Top Manage- 
ment Keeps on Top of Research, deals 
with the three-way analysis of re- 
search and development expenditure, 
according to the nature of the develop- 
ment work to be performed, the pur- 
pose of the work and the time required 
to complete the development. 

He considers also reports based on 
this analysis. The other, in the May 
bulletin, by Walter E. Arthur on 
Developmental Costs Incurred in a 
Company Laboratory, describes the 
methods used in the general engineer- 
ing laboratory of the General Electric 
Co., with particular reference to pro- 
jects related to customer orders. 


In Cost and Management, April, 
H. A. Hickey gives a case study, en- 
titled The Accountant Teams up with 
the Engineer, of methods of account- 
ing for installation costs for both new 
and old equipment in the pharma- 
ceutical manufacturing industry. The 
study emphasizes the need for co-op- 
erative planning between the account- 
ant and the engineer. Still another 
study of development costs incurred in 
in the plant is by Maurice J. Moss in 
the N.A.C.A. Bulletin, May. This is 
a description of the budget-control sys- 
tem, based on classification by respon- 
sibility and by project, which is oper- 
ated in the Kodak Park Works of East- 
man Kodak. 

N.A.C.A. Bulletin, May, George K. 
Bryant, How We Built Standard Costs 
into Control and Planning, describes 
experience in the television operations 
of the R.C.A. Victor Home Instrument 
Division in using standards for 
materials, parts (made and purchased) 
and processes, and the uses to which 
these standards are put. 

In Cost and Management, March, 
George E. Meyers, discussing Cost 
Control for Maintenance Labour, deals 
with the preparation of hour standards 
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for routine jobs, repetition jobs, non- 
repetitive jobs and estimated jobs. 

In the April issue of Cost and Man- 
agement, Donald McMaster, in an 
article entitled Management Planning 
and the Accountant Today, discusses 
the respective functions of the account- 
ant and of management, the account- 
ant’s part in management planning, 
the place of cost concepts in manage- 
ment planning, and reports to manage- 
ment. In the May issue of Cost and 
Management, F. E. Wood, on The 
Function of the Financial Executive in 
Industrial Relations, deals with the re- 
porting of financial facts and figures 
to employees. 


Another article in the same issue, by 
W. E. Jackson, entitled Effective 
Reporting to Management, is a case 
history of reports in a company operat- 
ing four plants at all levels from the 
board of directors to employees, stock- 
holders and the community. 


The Accounting Review, April, has 
two thoughtful articles on The Evolu- 
tion of Management Accounting—one, 
by Howard C. Greer, entitled Twenty 
Years from Now, looks forward to in- 
creased emphasis on pre-accounting 
studies, budgets, standards, etc.; to 
more intensive primary analysis of 
costs and expenses; to closer study of 
the relationship between costs and 
prices; and to the improved arrange- 
ment of financial statements. 


Looking back, A. C. Littleton, in the 
other article, entitled Old and New 
in Management and Accounting, dis- 
covers the essence of many modern 
practices in English 16th century es- 
tate management and control. 


In the N.A.C.A. Bulletin, June, Rus- 
sell B. Read, on Return on Investment 
—a Guide to Management Decisions, 
says that the only final gauge of pro- 
fitability over the long-term is the re- 
turn on investment, yet the most com- 
monly used basis of measuring profit- 
ability is the ratio of profit to sales. 


After examining the alternatives of 
calculating the investment base as net 
worth, or net resources (long-term 
debt and shareholders’ equity), or total 


The Australian Accountant, September, 1954 





CURRENT PROBLEMS — Continued 


assets, the writer comes down on the 
side of total assets, including fixed as- 
sets at a gross figure before deducting 
depreciation. 

In the same N.A.C.A. Bulletin, John 
F. Magee, Enter Operations Research, 
describes operations research as the 
organized application of the methods 
and techniques of science, particularly 
the physical sciences, to the study of 
operating problems in business, Gov- 
ernment or the military. This re- 
search function is contrasted with ac- 
counting, which is the control func- 
tion, and several examples of the dis- 
tinction in practice are given. 

In the June bulletin, Charles Law- 
rence, Education for Cost Control: 
Round Table Method, describes an ex- 
periment in non-accountant discus- 
sions of basic cost-control ideas and 
methods. Another article in the June 
bulletin, by Carl E. Noble, entitled Cal- 
culating Control Limits for Cost Con- 
trol Data, discusses how large a vari- 
ance from standard should be tolerated 
— considering the variance abnor- 
mal. 


The N.A.C.A. Bulletin, March, con- 
tains an article, by Charles E. Man- 
teuffel, on Systematic Sales Forecast- 
ing, and one, by Frank L. Esposito, on 
Planning and Control through Budget- 
ing. Mr. Manteuffel’s article is a 
study in the salt-producing industry, 
where sales of 200 items were fore- 
cast with 95% accuracy. The fore- 
casts are a synthesis of salemen’s fore- 
casts, sales management’s forecasts, 
budget directors’ forecast based on re- 
cent experience and long-term trend, 
and executive or top management’s 
economic forecast. Mr. Esposito says 
that “budgeting can point out the right 
course, but it cannot steer the ship”. 


In particular he deals with the in- 
stallation problems, the need for con- 
stant revision, and the use of budgets. 
Installation is a slow and laborious 
process and it is best to begin in a 
small way and gradually extend. 


Budgeting is the subject also of 
ee articles in The Coxtroller. John 
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A. Beckett, in the April issue, in an 
article entitled Preparing for Times of 
Economy, predicts a time of belt- 
tightening in business and discusses 
planning to meet this situation on the 
basis of budgets and standards. In 
the May issue, Wilson F. Seney, on 
Profit Planning for the Operating 
Man, describes the graphic presenta- 
tion of the basic structure of profit 
planning as a means of describing to 
operations men how the budgetary 
control system works. In the June is- 
sue Ely Francis discusses Budget In- 
stallation Procedure. 

The application of cost control to 
marketing operations has, of course, 
developed much more slowly than its 
application to production. Particular 
interest therefore attaches to a 
N.A.C.A. research study on this topic. 
The findings of the research study are 
being presented in three reports. The 
first of these, Cost Control for Market- 
ing Operations—General Considera- 
tions, is in N.A.C.A. Research Series 
No. 25, published as a bulletin in April. 

This report deals with the planning 
of the accounting system, with par- 
ticular reference to classification, the 
use of budgets and standards and unit 
costs for order getting, and order fill- 
ing. The second report, Research 
Series No. 26, appeared as a bulletin 
in June and dealt with Cost Control 
for Marketing Operations—Order Get- 
ting. 

It covered control of advertising and 
sales promotion, control of selling 
costs, and control of marketing ad- 
ministration. The third report, deal- 
ing with Order Filling, will appear in 
a later bulletin. Meanwhile, a sum- 
mary of all three reports is in a bul- 
letin for March. 

The N.A.C.A. April bulletin § in- 
cludes an article by Colville Mac- 
Dougall, entitled Advertising Agencies 
Need Client Costs. This deals with 
the use of client costs to budget in- 
come, costs and expenses, and to main- 
tain adequate cost records from which 
service and other charges can be de- 
termined. In the same issue of the 
bulletin, C. S. de Banto, on Construc- 
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tion Accounting—Completed Contract 
Basis, discusses job records, billings, 
characteristic accounts, and financial 
statements; and Ira Houghton, A 
Basis for Truck-Haul Cost Determina- 
tion, is a short note on Unit Costs for 
Individual Hauls. 

Another interesting article in the 
April bulletin is Roderick L. Rouse, 
Costing for Municipalities—a Field for 
Development. This has particular re- 
ference to cost units and to the rela- 
tionship of cost accounts to the general 
accounts. The June bulletin has an 
article by W. L. Neiman on Accounting 
for cost-plus-fixed-fee Contracts, which 
deals with cost accumulation, billing, 
reports to management, and the com- 
putation of overhead rates. 

Management accounting case studies 
in various journals include:— 


Costing for Collieries, by A. Holds- 
worth, in The Cost Accountant, 
May; 

Percentages or Assessments—Alter- 
native Methods of checking Hotel 
Bar Profits, by A. L. McLean, in 
The Accountants’ Journal, (N.Z.), 
April; 

Control Budgeting in Commercial 
Banks, by T. W. Harris, in the 
N.A.C.A. Bulletin, April; 


A French Application of Budgeting 
for Cost Control, by Jean-Marc 
Kaltenbach: this is a study of the 
budgeting system in a small group 
of French companies in the insec- 
ticide industry; and 


Installing a Bonus Incentive Scheme 
in a South African Motor Work- 
shop, by Frederick G. Beard, in 
The Cost Accountant, March. 


Direct Costing 


The question of direct costing or full 
costing continues to be the subject 
of lively controversy. The N.A.C.A. 
Bulletin, March, has three criticisms of 
direct costing—one, by Howard C. 
Greer, on Alternatives to Direct Cost- 
ing; one, by J. A. Mauriello, on Con- 
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vertibility of Direct and Conventional 
Costing; and one, by John W. Ludwig, 
on Inaccuracies in Direct Costing. 

Mr. Greer contends that direct cost- 
ing is an oversimplification of the cost 
problem. Emphasis should be given 
to the marginal income contribution of 
present or prospective business by cal- 
culating the excess costs it will entail. 
This is best done by— 


(a) maintaining the data required for 
such calculations in the form of 
detailed reports, by cost centres, 
designed to facilitate the quick 
computation of changes in total 
cost; 


classifying expenses as to type 
and function, for all activities, so 
that the relative fixity or vari- 
ability of each can be determined; 
and 


retaining the orthodox practice of 
absorbing in product costs and in- 
ventory only such fixed-charge 
component as is reasonably related 
to the facility utilisation in actual 
manufacturing operations for the 
period. 


Mr. Mauriello contends that neither 
direct costing nor conventional cost- 
ing is inherently superior to the other: 
the two methods are complementary, 
but the conventional method is pre 
ferred for inventory valuation and for 
matching expense with revenue. Mr. 
Ludwig’s article is a study in the 
chemical industry. He concludes that 
vital information, which is developed 
as normal procedure under absorption 
costing, is not available under direct 
costing. 

The New York Certified Public Ac- 
countant, April, has two articles on 
the Direct Cost Method of Inventory 
Valuation—one, by John B. Inglis, en- 
titled Some Observations on the Direct 
Costing Method, and the other, by 
A. R. Kassander, entitled Some 
Thoughts on the Direct Cost Method 
for Valuing Inventories. Mr. Inglis 
thinks that the direct-cost method 
avoids, rather than solves, the cost- 
accounting problems brought on by 
fluctuating volume. Mr. Kassander 
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sees little advantage in the system in 
general for manufacturing concerns, 
and some risk of loss of significant 
managerial information. 

On the other hand, Gilbert Amer- 
man, in Accounting Research, April, 
Facts About Direct Costing for Profit 
Determination, says that break-even 
analysis is greatly simplified when 
direct costing is used. He suggests an 
arrangement of the income statement 
to arrive at direct-cost profit and then 
the addition of “an increment measur- 
ing the effect of the change in fixed- 
cost components of inventory valua- 
tion”. 


Management Accounting for Small 
Businesses 


Wesley B. Edgar, in the N.A.C.A. 
Bulletin, March, on Cost Reduction to 
Help Small Business, says that “most 
of the 400,000 business casualties every 
year represent companies which have 
operated for less than three years”. 

There are five steps in a cost re- 
duction programme for small busi- 
nesses—a clear understanding as to 
overall objectives and circumstances in 
which the organisation will operate; a 
sizing up of the present means of ob- 
taining cost reduction and of improv- 
ing them; a system of communication 
of all essential points to all personnel 
concerned ; an improvement of internal 
controls against waste; and the crea- 
tion of a suitable training programme 
on cost-reduction opportunities for all 
personnel. 


In Cost and Management, May, 
George Moller, on Manufacturing Ac- 
counting for Small Enterprises, dis- 
cusses budget analysis, reporting and 
cost control for enterprises with from 
25 to 150 employees. 


Statistical Methods in Accounting 


R. Glendinning, in The Cost Ac- 
countant, April, reviews statistics in 
relation to cost accountancy. Begin- 
ning with a definition of the two fields, 
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he goes on to discuss aspects of cost 
accounting which involve the applica- 
tion of statistical theory; the applica- 
tion of statistical techniques with 
which the cost accountant should be 
familiar; applications of statistics to 
accountancy matters which seem to be 
capable of further development; and 
the assessment of the value of statis- 
tics and statistical methods in busi- 
ness. 

The Accounting Review, April, in- 
cludes A Bibliography on the Applica- 
tion of Statistical Methods to Account- 
ing and Auditing, by Robert M. True- 
blood and Robert J. Monteverde. 
This includes more than 100 references 
—including one by Mr. Victor Gole, 
a member of the Victorian Divisional 
Council of the Australian Society of 
Accountants. Statistical Sampling 
Applied to Ageing of Accounts Receiv- 
able is discussed, by Robert M. True- 
blood and R. M. Cyert, in The Journal 
of Accountancy, March. This article 
describes procedures used in a typical 
metropolitan department store in 
U.S.A. 

The N.A.C.A. Bulletin, April, con- 
tains a British study, by A. W. H. 
Lamond, of British Cellophane Ltd., of 
the use of the profit graph to control 
profit. Mr. Lamond says that ex- 
ternal factors, on which profits largely 
depend, cannot be controlled; but with- 
in limits imposed by internal condi- 
tions, a measure of control can be ex- 
ercised by means of a profit target, 
means of assessing action taken or 
contemplated in terms of its effect in 
relation to this target, and periodic 
summaries or analysis of reasons for 
deviations which emerge on compari- 
son of actual results with targets. 

The system is based on a profit 
graph at average cost per unit, and on 
target profits at various price ranges 
and corresponding volumes. The Use 
of Control Charts in Cost Control is 
discussed, in the N.A.C.A. Bulletin, 
June, by Edwin W. Gaynor, who dis- 
cusses the application of sampling 
technique to cost analysis. 

The Application of Statistical Sam- 
pling Techiques to LIFO Inventory 
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Valuation is described by Barry M. 
Rowles in The Accounting Review, 
April. Further reference to this 
article is made later in these notes 
under the heading Accounting for 
Price-Level Changes. Another article, 
by the same author, in The Internal 
Auditor, March, considers the Applica- 
tion of Statistical Sampling in Audit- 
ing. In the same issue of The Internal 
Auditor, Robert W. Johnson examines 
Some Experimental Applications of 
Statistical Sampling in the confirma- 
tion of accounts receivable and in the 
aging of accounts receivable. 


Mechanisation 


James Gibbons, in The Internal 
Auditor, March, asks Is Pushbutton 
Accounting Around the Corner? This 
article is a description of the capabili- 
ties of electronic computers and of 
their application to payroll prepara- 
tion. Mechanisation of the Office is 
discussed in Cost and Management, 
March, by R. C. Ludlow, who points 
out that, though 17% of all workers in 
industry are clerical, office mechanisa- 
tion has not matched factory mechan- 
isation. The article examines means 
of determining suitability of opera- 
tions to machine application and the 
future of office mechanisation. The 
author pleads that electronics will 
make possible a revolutionary change. 

The N.A.C.A. Bulletin, June, has an 
article by A. E. Puutio, under the title 
Automation is “In the Cards”—Pre- 
pare for it. This examines the ac- 
counting, manufacturing and engineer- 
ing considerations concerning increased 
automatic production in industry. In 
Cost and Management, February, Pro- 
perty Records for Multi-Purpose Use, 
by William B. Jones, is a description 
of a punch-card system; and Grand- 
jean G. Jewett, in The Journal of 
Accountancy, June, deals with The 
Distribution of Overhead with Elec- 
tronic Computers. 


Internal Auditing 


In The Illinois Certified Public Ac- 
countant, March, Donald J. Bevis, on 


384 


Internal Control as Desired by Ex- 
ternal Auditors, states the basis of in- 
ternal control as—a realistic organiza- 
tion structure; the expression of man- 
agerial policy and prescribed pro- 
cedure in operating manuals and stan- 
dard-practice bulletins; adequate re- 
cords and reports; and internal audit- 
ing. 

The Relationship between Industrial 
Accountants and Public Accountants is 
discussed in The New York Certified 
Public Accountant, May, by Alden C. 
Smith, who shows how the public ac- 
countant may help the internal ac- 
count. They should work together; 
the public accountant cannot be ex- 
pected to know as much about the de- 
tails of the concern as the internal 
accountant does. 

Each must realize the absolute neces- 
sity of planning audit or other work so 
as not to upset the day-to-day account- 
ing operations, and the internal ac- 
countant should avail himself of the 
varied services which are obtainable 
from the public accountant. 

Internal Auditors—Their Work in 
Industry and Commerce, is the subject 
of an article in Accountancy, June, by 
W. F. Edwards, who suggests that the 
internal auditor should be called 
simply the auditor, whilst the external 
auditor should be called the public 
auditor. He does not think there 
should be a separate professional body 
for internal auditors, except to facili- 
tate specialized study. 

Other aspects covered in the article 
are the duties of internal auditors, 
the question whether their work is his- 
torical only or also current and con- 
structive, whether their duties should 
include organization and method of 
work, and to whom they should report. 

In the Accountants’ Magazine, 
March, T. D. Hay describes the 
Organization and Functions of the In- 
ternal Audit Branch of the National 
Coal Board in U.K. T. Alan Hum- 
phries, in The Internal Auditor, 
March, discusses audit reports. There 
are five important factors in auditing 
—be sure of the facts; maintain a? 
objective viewpoint; use clear and 
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simple presentation; submit promptly; 
and report with dignity and tact. In 
the same issue of The Internal Auditor, 
R. J. Gibbens, on Stock-Investment 
Control, states the essentials of such 
control, as under :— 


(a) know the amount invested at any 
given time; 

(b) know the amount to be invested 
at that time; 

(c) have an_ efficient method of 
promptly reporting the variations 
from plan; and 

(d) ensure prompt suitable action 
upon the reports. 


Three other articles in The Internal 
Auditor, March, written by three past 
presidents of the Chicago Chapter of 
the Institute, comment on development 
in internal auditing in the last ten 
years. These papers, which were de- 
livered at the 10th anniversary meet- 
ing of the Chapter, are:— 


The Development of Internal Audit- 

ing Concepts, by James F. Blair; 

Effects of those Changing Concepts 

in One Organization, by H. E. 
Dexter; and 
Balancing the New Concepts, by 
Frank W. Lennon. 
Each paper emphasizes the broadened 
scope and concepts of internal audit- 
ing as an aid to management. 

The June issue of The Internal 
Auditor has an article, by W. T. Hamil- 
ton, entitled Appraising Operating 
Performance, on the development of 
yardsticks and measures of perform- 
ance, with particular reference to 
clerical tasks. In the same issue of 
The Internal Auditor, A. J. Gregory 
discusses The Audit of Construction 
Contracts; and F. E. Mints, under the 
title Operational Auditing, gives “an 
analytical survey of a business activ- 
ity, to determine and inform manage- 
ment whether the activity is being per- 
formed in such a way as to comply 
with management’s policies and ensure 
that management’s objective will be 
met”’. 

_ This concept of operational audit- 
ing is illustrated by two case studies 
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in the Lockheed Aircraft Corporation, 
dealing with material procurement and 
duplicating. In the June issue, also, 
Douglas M. Anderson discusses The 
Use of Standards in Conjunction with 
Internal Auditing; C. J. Chesquiere 
examines The Relationship Between 
Internal Auditing and Procedures and 
Methods Activities, and claims that 
both auditing and methods of pro- 
cedure activities need to go beyond the 
accounting and financial departments; 
and Richard Tilt, on Internal Control 
of Accounts Payable, deals with the 
essentials of control, the dangers, and 
the method of test sampling. 

An article in The Journal of Ac- 
countancy, March, by Harold C. 
McGuigan, on Internal Control over 
Inventories in Manufacturing Con- 
cerns, is written from the standpoint 
of an external auditor. 


Public Accountancy 


In The New York Certified Public 
Accountant, June, Don G. Mitchell, 
discussing The Opportunities for Pub- 
lic Accountants, examines the broad- 
ened role of accounting, the import- 
ance of the interpretation function and 
the need for better reports, and gives 
several examples of fruitful areas for 
public accounting work. 

Time, Costing and Billing Pro- 
cedure for a Firm of Accountants, are 
described in The Canadian Chartered 
Accountant, June, by C. K. MacGil- 
livray. The procedures and forms de- 
scribed include daily time sheets, 
weekly summary sheets, expense re- 
ports, job-cost file, costing summary 
sheets, billing instruction sheets, and 
the bill. Accounting for Time Charges 
in a Public Accounting Practice is dis- 
cussed also by Marion R. Reich, in The 
Journal of Accountancy, March. This 
article describes the procedure used in 
a firm of 5 partners, 20 staff members, 
4 typists, and a bookkeeper and re- 
ceptionist. 

The Theory and Practice of the Ac- 
countant’s Workpapers is considered by 
Stephen Chan in The Journal of Ac- 
countancy, March. Aspects dealt with 
in this paper include the contents of 
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workpapers, typical schedules, the pro- 
per use of the client’s staff in prepara- 
tion of papers, and periodical review 
of the papers. 


External Auditing 


The External Auditor’s Report is 
the subject of two articles, by Sir Rus- 
sell Kettle, in The Accountant of 6th 
and 13th March. These articles deal 
particularly with the wording of quali- 
fications, and compare the form of re- 
port required under the United King- 
dom’s Companies Act, amendments 
suggested by the Institute of Char- 
tered Accountants in England and 
Wales, and forms in common use in 
U.S.A. Comments are made, not 
always with approval, on nearly 100 
examples of phrasing of qualifications. 
The issue of 6th March also has a lead- 
ing article on the paper. 

The position of the external auditor 
in South Africa, in the light of recent 
amendments to the Companies Act in 
that country, is discussed in The South 
African Accountant, March, by R. H. 
Button. The article deals with the 
qualifications and disqualification of 
auditors, their duties in connection 
with annual accounts, and miscellan- 
eous rights and duties. 

In The Accountant, 20th March, 
E. H. Davison, who is himself a char- 
tered accountant, states the point of 
view of the person whose accounts are 
being audited. He thinks that the re- 
lations between the external auditor 
and the accountant in industry should 
be complementary, and the article con- 
tains interesting reflections on the ex- 
ternal auditor’s responsibility to de- 
tect fraud by directors or staff. 

This, he thinks, is less important in 
big concerns than it formerly was, 
though it is still important. Audit 
programmes should be designed to con- 
centrate more on seeing that internal- 
check systems are adequately main- 
tained and consistently followed. 

In The Accountant, 19th June, 
Angus MacBeath enquires whether 
auditing is too rigid, and suggests im- 
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provements in present methods. He 
says that “traditional methods may be 
failing to keep in step with the chang- 
ing tempo of business administration”, 
Machines and Auditors is the subject 
of an article, by V. S. Hockley, in 
Accountancy, April. 

The objectives of auditing are pri- 
marily the forming of an opinion on 
whether the records are true and fair: 
detection and prevention of fraud and 
error is a secondary objective. “To 
the auditor mechanisation is a change 
in method and not in objective or prin- 
ciple. The auditor must not allow the 
mysteries of mechanisation to out- 
weigh and displace the consciousness 
of control.” The article goes on to 
consider the modifications of routine 
which may be necessitated or justified 
by mechanisation. and the extent of 
reliance by the external auditor on in- 
ternal check. 


Trusts 


The Remuneration of Professional 
Trustees is discussed, by W. H. D. 
Winder, in The Accountant, 24th April. 
The general principle is that a trustee 
must give his services gratuitously, 
but a trust instrument may expressly 
allow charges to be made and the Court 
may sanction a charge for some par- 
ticular transaction. The article ex- 
amines the circumstances in which the 
Court may specially authorize re- 
muneration of the trustee. 

The vexed question whether Bonus 
Issues of Shares are Capital or Income 
is discussed, by a barrister-at-law, in 
The Accountant, 12th June. 


Valuation of Shares and Goodwill 


Considerable interest has _ been 
shown in the U.K. in recent cases deal- 
ing with the valuation of shares. In 
particular, the case of in re Holt and 
the Irish case of McNance versus The 
Revenue Commissioners have attracted 
particular attention. In the McNance 
case, the shares in question were not 
dealt in on a stock exchange. The 
holder of the shares died in 1950, and 
in 1951 the executor sold the shares 
for 30/- each to a person who had re- 
cently been appointed as a director of 
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the company. This was the highest 
price paid for the shares. 

For the Revenue Commissioners it 
was urged that earnings in the last 
three years would have sufficed to pay 
more than 45% per annum on the 
ordinary shares. The assets at balance- 
sheet values were worth £3/15/9, ex- 
cluding any value for goodwill. 

For the petitioner it was claimed 
that the conservative dividend policy 
of the company was justified by risks 
of losses of stock, obsolescence and 
threat of competition, and that the sale 
at 30/- a share had been effected at 
arm’s length. The Court held that a 
fair valuation of the shares was 32/6. 
A leading article in The Accountant of 
13th March comments: “It is a matter 
for satisfaction that the authority of 
the Irish Court has been added to 
the Holt decision. Armed with these 
two cases, the executor’s lot in the 
future, vis-a-vis the Estate Duty office, 
promises to be a much happier one”. 

The Holt case, which was the sub- 
ject of an address by L. G. Graham- 
Dixon, published in The Accountant of 
16th January and referred to in Cur- 
rent Problems in the March, 1954, issue 
of The Australian Accountant, dealt 
with the valuation of a minority hold- 
ing in a private company. In The 
Accountant, 1st May, H. Allan Astbury 
discusses methods of approach to valua- 
tion of such shares, with particular 
reference to the Holt case. 

In The Accountant, 8th May, E. L. 
Fairweather, Chief Examiner, Estate 
Duty Office, in an article entitled Un- 
quoted Shares: The Valuation of 
Minority Holdings in Private Com- 
panies for the Purposes of Estate 
Duty, also reviews the Holt case and 
the whole question of valuation by re- 
ference to an open-market sale. He 
contends that dividends are not the 
only factor that counts, and lays stress 
on the academic integrity of the ac- 
counting profession. 

A. R. Ilseric, in Accounting Re- 
search, April, writing on Estate Duty 
and Private Companies, complains of 
the impact of the duty upon family 
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companies, especially when a major 
part of the estate consists of the busi- 
ness. Current rates of duty are high 
and present methods of valuation are 
markedly discriminatory. The article 
states the legal and economic case for 
amendment of the present law. 

Some Thoughts on Valuation, by 
J. E. Harris, in The Accountant, 
March, is a short article suggesting 
valuation of minority interest of un- 
quoted shares for estate-duty purposes 
on the basis of the expected dividend 
as compared with a reasonable yield in 
the circumstances. 

In Accounting Research, January, J. 
Tayleur re-examines the super-profit 
method of valuing goodwill, and com- 
pares the values obtained by this 
method with values ascertained by the 
commercial rule of so many years’ pur- 
chase of annual profits. 

A leading article in The Accountant 
of 10th April, on the case of Briess 
v. Woolley, which was decided by the 
House of Lords, discusses the question 
of the liability of shareholders for 
fraudulent misrepresenation by a 
director in connection with a sale of 
shares. 


Financial Statements and Reports 

In Accountancy, March, E. B. Palmer 
deals with The Statement of Source and 
Disposition of Funds, which he de- 
scribes as a simple management tool. 
It is important that the statement 
should give the information actually 
required; therefore there is no stan- 
dard form. The article critically ex- 
amines various forms for use :— 
(a) for short-period reports; 
(b) for published accounts; and 
(c) for budgeting cash requirements. 

The Preparation of Consolidated 
Statements, by W. J. Fairbairn, in The 
South African Accountant, March, is 
a useful description of the mechanics 
of consolidation. In South African 
Accountant, June, B. J. S. Wimble 
deals with the question of the treat- 
ment, in consolidated accounts, of un- 
earned profit on stocks sold by one 
member of a group to another. The 
article covers questions which arise in 
the case of wholly owned and partly 


387 





CURRENT PROBLEMS — Continued 


owned subsidiaries, sub-subsidiaries 
and inter-subsidiary transactions. 

In The Canadian Chartered Account- 
ant for May and June, Gertrude Mul- 
cahy, of the Research Department of 
the Canadian Institute of Chartered 
Accountants, continues the examina- 
tion of 1952 financial statements of 
Canadian companies. The article in 
the May issue deals with the treatment 
of accounts receivable and marketable 
securities, and that in the June issue 
with inventories. 

In the March issue of the same jour- 
nal there is a study, by the same 
author, of the contents of directors’ 
reports of Canadian companies for 
1949, 1950 and 1951, and of their con- 
nexion with the financial statements. 

In The Cost Accountant, March, 
G. F. Brown, in an article entitled In- 
terpretation of Published Accounts, 
gives a short outline of the principal 
users of published accounts, the reasons 
for analysis of published accounts, and 
the methods used in such analysis. 

The first annual award of The Ac- 
countant for the best annual report by 
a company whose shares are quoted on 
the recognized stock exchange in 
U.K., has been made to Thomas W. 
Ward Ltd., Sheffield. Nearly 500 com- 
panies submitted reports. A copy of 
the winning report was published as a 
special supplement to The Accountant 
of 3rd July. 


No-Par-Value Shares 


There have recently been suggestions 
in Victoria that the issue of no-par- 
value shares should be _ permitted 
under company legislation in this 
country. The question of no-par-value 
capital was recently the subject of a 
report by a departmental committee in 
U.K. (the Gedge Committee). Ac- 
countancy for May, June and July con- 
tains a series of articles by W. T. Bax- 
ter and L. C. B. Gower, developed 
from a memorandum submitted by the 
authors to the departmental commit- 
tee. 
The articles discuss “the illogicality 
of par” and the accounting and legal 
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aspects of no-par-value shares. The 
committee, with one dissentient only, 
reported in favour of no-par-value 
shares, though some of the account- 
ancy bodies in the United Kingdom, 
particularly The Society of Incorpor- 
ated Accountants and The Institute of 
Chartered Accountants in England and 
Wales, did not express strong views 
on it in evidence before the committee. 
Comments on the report are made in 
The Accountants’ Journal for May, 
and by T. B. Bright, in The Account- 
ants’ Journal (N.Z.) for July. 


Accounting Theory 

Professor F. Sewell Bray, in an 
article in Accounting Research entitled 
Accounting Dynamics, deals with the 
analysis and study of changes in ac- 
counting aggregates, with particular 
reference to the study of differences 
between the actual figures of two ac- 
counting periods, differences between 
standards and actual figures, and dif- 
ferences between expected changes 
and realized changes. 

In the same issue of Accounting Re- 
search, Thomas Don Edwards dis- 
cusses Contemporary Concepts of 
Business Net Income—The Shares of 
Capital and Labour, and the Influence 
of Public Opinion. The article covers 
the accountant’s concept of business 
income, and economist’s concept, man- 
agement’s attitude, labour’s claims and 
counter claims, and the general pub- 
lic’s views and misconceptions of rates 
of profit. 


Accounting and Price-Level Changes 

In The Accounting Review, April, 
Charles E. Johnson states A Case 
Against the Idea of an All-Purpose 
Concept of Business Income. The 
different purposes of measuring busl- 
ness income are as a tax base, for 
national-income studies, for deter- 
mination of divisible profits, for judg- 
ing reasonableness of prices, as 4 
guide to management, and as an his- 
torical progress report to outsiders. 
Of these, all but the third and last are 
special purposes. “The significance of 
business income for corporate report 
ing lies primarily in its usefulness 4 
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a measure of corporate performance in 
diverting a stream of resources from 
the economy”. 

In the same issue of the Review, 
Willard J. Graham, The Price-Level 
Research Project, is a review of vari- 
ous opinions on the desirability of 
change in the accounting approach to 
net income determination, on methods 
appropriate for accounting use, and 
on how disclosure is best to be accom- 
plished. 

A substantial part of the N.A.C.A. 
May Bulletin is given over to a series 
of articles on depreciation. Robert G. 
James sets out to discover What 
Executives think Depreciation is. The 
replies are interesting: Of 52 execu- 
tives, 4 regarded depreciation as re- 
covery of competitive capacity, 7 as 
recognition of change in value, and 13 
as recovery of “real” investment. 
Roy B. Oliver suggests that Optional 
Depreciation is the Answer for In- 
come-tax Purposes, after examining 
and rejecting the methods of ac- 
celerated depreciation and the replace- 
ment-value basis. Rates of deprecia- 
tion for taxation purposes, he thinks, 
should be left to the taxpayer’s option. 
R. K. Mirrielees considers taxation 
from the standpoint of costing, and ad- 
vocates that repiacement-value_ de- 
preciation should be used for costing 
and should be adjusted to the his- 
torical-cost basis for financial-state- 
ment purposes. 

Insurance aspects are dealt with by 
Arthur L. Benjamin, who explains how 
to get “reproduction cost new, less de- 
preciation” for insurable values. 
W. H. Beadle examines the tax effects 
of depreciation calculated on declining 
balance as compared with the straight- 
line method. He concludes that the 
financial advantages of the declining- 
balance method at double straight-line 
rates favour its adoption. 

Glen W. Lewis, in an article entitled 
A Free-Curve Depreciation Method, 
describes a method of successively de- 
creasing depreciation charges (as in 
the declining-balance method) with 
100% write off. The formula for as- 
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sets with lives of 10 years or more is 
(9A — 7R) ~— 5AN, where— 
A=the asset account at begin- 
ning of year, 
R = reserve account at beginning 
of year, and 
N = average asset life. 

The nature of depreciation as a cost 
is discussed by O. E. Hanson, who 
thinks that theoretically depreciation 
is a “mixed” cost, but that its treat- 
ment as a period cost is fairer as a 
costing matter from the accounting, 
financial and management standpoints: 
it is perhaps the lesser of two evils. 
Acceptance of this, he thinks, would 
“clear the deck for a broadside against 
absorption costing’. 

Eugene L. Zieha, on Depreciation’s 
First Duty — Profit Measurement, 
points out that tax considerations are a 
powerful influence on depreciation ac- 
counting, but depreciation is being 
asked to serve too many purposes— 
at times incompatible. Truly objec- 
tive profit reporting is the most likely 
purpose to be neglected. The starting 
point towards solution of this problem 
is “to make it clear that depreciation 
is not a tool for control of the business 
cycle”. 

Clarence Crocheron, claiming that 
inadequate depreciation charges call 
for action, says “replacement cost is 
present tense and original cost is past 
tense”. Management should take ap- 
propriate action promptly, in making 
provision for depreciation at current 
price levels, as a means of preserving 
capital and taking a realistic position 
in fixing selling prices. 

In Cost and Management, February, 
George Moller, Depreciation Based on 
Replacement Value—What Would it 
Mean in Canada?, is a synopsis of cur- 
rent discussions as an introduction to 
a research study which is being con- 
ducted by the Society of Industrial and 
Cost Accountants. 

In The Controller, May, Robert 
Eisner, in an article entitled Deprecia- 
tion Allowances and Replacements Re- 
stated, replies to criticism of his 
article in the November, 1953, issue of 
The Controller. In that article he has 
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set out to show that the factor of 
growth tends to make depreciation al- 
lowances exceed replacement require- 
ments: this excess tends to be more 
than enough to compensate for price 
increases, unless the rate of increase 
of prices is greater than the rate of 
growth of acquisition of real assets. 

F. G. Beard, Replacement Value or 
Historical Cost—The Accounting Im- 
plications of Monetary Inflations, in 
The South African Accountant, June, 
is a review of the differing viewpoints 
of the Institute of Chartered Account- 
ants of England and Wales, the Insti- 
tute of Chartered Accountants in Scot- 
land, the Society of Incorporated Ac- 
countants, and the Association of Cer- 
tified and Corporate Accountants, on 
the vexed question of accounting for 
price-level changes. 

In Accounting Review, April, Edgar 
O. Edwards, in an article entitled 
Depreciation Policy under Changing 
Price Levels, says that both current 
cost and historic cost, adjusted by a 
general price index, have an account- 
ing role to play: they are complemen- 
tary rather than competitive. The 
article describes a compromise method 
between accounting for general price 
changes and accounting for specific 
current costs. 

A thorough-going opponent of aban- 
donment of the conventional account- 
ing attitude, A. C. Littleton, writing in 
The Illinois Certified Public Account- 
ant, March, on The Principle of Irrele- 
vant Effects, analyses the effects of in- 
troducing replacement prices or index- 
number adjustments into the struc- 
ture of accounting. “Accounting, hav- 
ing lost its most essential characteris- 
tic, would become purely statistical and 
completely utilitarian; its principles, 
losing their conceptional coherence, 
would fall apart and drift into neglect”. 
Accounting would then become “all 
things to all men, available to support 
whatever views it seemed expedient 
for men to hold”. 

The Committee on Concepts and 
Standards underlying Financial State- 
ments, American Accounting Associa- 
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tion, discusses inventory prices and 
changes in price levels, in The Account- 
ing Review, April. 

The committee thinks that artificial 
LIFO is an assumption concerning the 
flow of costs and that “if and when 
techniques for reflecting in accounting 
reports the impact of changes in the 
general level of prices have become 
generally accepted, the artificial 
LIFO method should be abandoned en- 
tirely for reporting purposes in favour 
of a realistic flow assumption”. An 
article by Barry M. Rowles, in The Ac- 
counting Review, April, on Applica- 
tion of Statistical Sampling Tech- 
niques to LIFO Inventory Valuation 
(to which reference was made earlier) 
maintains that the LIFO index-number 
method as at present practised in 
U.S.A. is open to objection. 

The article describes and discusses 
a statistical-sampling-method installa- 
tion in a large machinery and equip- 
ment manufacturing concern. In the 
same issue of The Accounting Review, 
Joel Dean, Measurement of Real 
Economic Earnings of a Machinery 
Manufacturer, is a case study designed 
to show— 

the impact of inflation in distorting 

financial results; 

the kind of management decisions 

for which the distortion is im- 
portant; 

the meaning of real economic earn- 

ings; and 

the principles and methods of meas- 

uring real earning by the tested 
method of restating each asset, 
or each group of assets, in terms 
of dollars of constant purchasing 
power. 

In The Journal of Accountancy, 
April, Donald A. Corbin, The Impact 
of Changing Prices on Department 
Stores, is a case study of a depart- 
ment store, from which the author 
argues that “accountants should be 
leaders in preventing the money il- 
lusion both in financial reporting and 
in other broad areas of the economy”. 

In the May issue of The Journal of 
Accountancy, Samuel J. Broad, in an 
article entitled Cost: Is It a Binding 
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CURRENT PROBLEMS — Continued 


Principle or a Means to an End?, says 
that in the vast majority of cases cost 
is the best method of implementing 
the realization concept in the measure- 
ment of income, but “when its use re- 
sults in the inclusion in ordinary in- 
come of material amounts which do 
not arise from ordinary operations, 
and when its usefulness for balance- 
sheet purposes is significantly limited, 
there seems to be ample justification— 
both in accounting and on more general 
grounds—for adopting some other 


In the June issue of The Journal of 
Accountancy, David Solomons, who is 
an advocate of change in the conven- 
tional accounting attitude, reviews re- 
cent statements on the subject by the 
Institute of Chartered Accountants in 
England and Wales, the Society of In- 
corporated Accountants and Auditors, 
the Association of Certified and Cor- 
porate Accountants, and the Institute 
of Chartered Accountants in Scotland. 
He says, “With the recent slackening 
of the inflationary tide, the pressure 
for the introduction of new accounting 
methods has noticeably diminished. 
It may well be that these developments 
in Great Britain have come too late 
to have any lasting effect on account- 
ing methods”. 


Accounting for Retailers 


In the N.A.C.A. April Bulletin, 
Dennis Gordon describes the use of 
daily cash reports to control cash; as 
a basis for journal entries and sum- 
maries; to provide figure facts for 
management; and to control purchases 
and inventories. In the May bulletin, 
Herbert A. Tanzer shows how, in a 
large department store in U.S.A., re- 
tail-inventory shortages were lowered 
by training buyers and sales people. 

He says that it is almost invariably 
found that physical stocks shrink be- 
low the perpetual-inventory figure by 
between 1% and 14% of total sales. 
Dishonesty does not usually account 
for more than half of this loss; other 
causes are errors in accounts payable 
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in statistical documents, and in sales 
analysis. 

Department Store Cost Accounting, 
by H. B. Halliday, in Cost and Manage- 
ment, February, is a hypothetical case 
study of the recording of costs under 
“the net profit plan”, by which all 
costs are charged to departments. 
H. G. Hay, in The Accountants’ Journal 
(N.Z.), April, Office Control and Ad- 
ministration in Retailing, is a discus- 
sion of cycle billing credit manage- 
ment, control of cash sales, cash regis- 
ters, punched cards and departmental 
expenses. 


Institutional Accounting 

Three articles in The New York Cer- 
tified Public Accountant, June, deal 
with accounting in institutions. One, 
by Max Wasser, The Independent 
Auditor’s Role in Charitable Organiza- 
tions, discusses audit techniques; 
another, by Frederick Grubel, on Prac- 
tical Aspects of Accounting and Audit- 
ing in Hospitals, deals particularly 
with the treatment of accounts receiv- 
able, plant and equipment, and inven- 
tories; and the third, by Willard R. 
Schiller, Unit Costs for Educational 
Institutions, discusses the distribution 
of indirect expense. 

Authoritative Accounting Guide for 
Non-profit Institutions, by Ralph S. 
Jones, in The Journal of Accountancy, 
is a review of recommendations of the 
National Committee on the prepara- 
tion of a manual on college and uni- 
versity business administration. 
Eugene L. Zieha, in the April N.A.C.A. 
Bulletin, examines characteristic prob- 
lems of hospital accounting, including 
the concepts of costs and income for 
hospitals, cost accounting for pricing 
and control, depreciation, and donated 
funds and services. In The Canadian 
Chartered Accountant, April, Walter 
W. B. Dick discusses the advantages of 
fund accounting for hospitals. 


Social Accounting 


Milton Gilbert and Richard Stone, in 
Accounting Research, January, have a 
most valuable survey of developments 
in national-income and social account- 
ing during and since World War II, to 
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CURRENT PROBLEMS — Continued 


which is appended a comprehensive 
bibliography. 


Public Finance 


The Accountant, 17th April, has a 
summing up, by Sir Harold Howitt, of 
papers delivered at a week-end confer- 
ence of the Institute of Municipal 
Treasurers and Accountants, on The 
Place of Finance in Public Administra- 
tion. 

The matters on which agreement has 
been reached or on which agreement 
seems to be desirable, include—respon- 
sibility for financial control; the finan- 
cial objective of public enterprise (to 
pay its own way) ; the keeping of pro- 
fits at a minimum; that depreciation 
and sinking fund contributions should 
not both be charged; that depreciation 
should be calculated on original cost; 
that extensions should be financed 
largely out of borrowings; that effici- 
ency should be measured by tests, such 
as standard costs and budgets, rather 
than by profit earned; that long-term 
planning is important; that financial 
incentives should not be encouraged; 
and that there is need for some degree 
of accounting uniformity. 


Pensions, Retirement Provisions and 
Taxation 


Accountancy, March, contains a sum- 
mary of Recommendations of the 
second “Millard Tucker Committee”, 
together with comments on the recom- 
mendations of the committee relating 
to self-employed persons, which are, 
of course, of particular interest to 
public accountants. A summary of the 
recommendations appears also in The 
Accountants’ Magazine, March, and a 
review of the recommendations, by 
I. R. G., in the April issue of that 
magazine. J. A. Evans also comments 
on the report in The Accountants’ Jour- 
nal (N.Z.), July. 

In The Controller, February, Dr. 
Hilary L. Seal describes a method of 
paying for pensions by depositing a 
fixed percentage of company profits. 
The pension level is first planned by 
fixing the percentage of profit which 
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a@ company wishes to make available 

for employees. The payroll percent- 

age corresponding to this planned pro- 
fit percentage is then calculated, with 

a margin or cushion for safety. 

Three articles in The Accountant 
deal with retirement-benefit schemes. 

These are— 

(a) in the issue of 27th February, 
Alternative Methods of Provision, 
by T. A. E. Layborn, which deals 
with “tophat, bowler hat and cloth 
cap schemes” ; 
in the issue of 13th March, Taxa- 
tion Aspects, by Frank Bower; 
and 
in the issue of 15th May, Account- 
ing Presentation of Provisions 
and of Funds, by R. W. Foad. 


Tax Treatment of Livestock 


In The Accountants’ Journal (N.Z.), 
April, H. N. Stott argues that, for 
taxation purposes, livestock should be 
treated as a current asset: differences 
in value between opening and closing 
stock should be treated as capital pro- 
fit. The article has particular refer- 
ence to New Zealand tax legislation, 
but could equally be applied to Aus- 
tralian conditions. 

The addresses of publications men- 
tioned in this article are as under :— 

The Journal of Taxation, 

310 East 52nd Street, 
New York 22, N.Y., U.S.A. 
The Journal of Accountancy, 
270 Madison Avenue, 
New York 16, N.Y., U.S.A. 
The South African Accountant, 
1000 Mansion House, 
Field Street, Durban, South Africa. 
The Accountants’ Magazine, 
4 Rothesay Place, 
Edinburgh 3, Scotland. 
The Accountant, 
4 Drapers Gardens, 
Throgmorton Avenue, 
London, E.C.2, England. 
The Accountants’ Journal (N.Z.), 
York House, 
Lambton Quay, 
Wellington, C.1, N.Z. 
Cost and Management, 
66 King Street East, 
Hamilton, Ontario, Canada. 
The Accounting Review, 
450 Ahnaip Street, 
Menasha, 
Wisconsin, U.S.A. 
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BOOK REVIEW 


Junior Course in Bookkeeping: Curtis 
A. Reid; Sir Isaac Pitman & Son Ltd.; 
Seventh Edition, 1952, Pages 864: 
Price 30/-. (Our copy through Sir 
Isaac Pitman & Sons Ltd.) 


HE scope of this edition has been 

widened so that it will act as an 
introduction to Carter’s Advanced 
Accounts and at the same time cover 
the syllabuses up to and including the 
Matriculation Examinations. 

The first five chapters take the 
beginner through the nature and pur- 
poses of bookkeeping ; elementary trans- 
actions; accounts, assets and liabilities; 
the bookkeeping procedure and ledger 
posting, without going into any details 
of procedures and rules. Although it is 
desirable to give beginners an idea of 
the whole accounting process before 
introducing detailed recording the in- 
clusion of explanations of all the ac- 
counting doctrines and conventions may 
confuse rather than help. Also the use 
of the term “Suspense Account” to 
cover such accounts as Provision for 
Doubtful Debts, Provision for Deprecia- 
tion and Drawings Account could give 
a student an incorrect idea of the 
nature of these accounts. The explana- 
tion of the double entry for discounts 
received and allowed could perhaps have 
been left until a later chapter. 

Chapter 6 covers simple cash records 
and in chapter 7 posting to the ledger 


and balancing the accounts is explained. 
The next three chapters deal with the 
general journal: purchases, sales re- 
turns journals and tabular purchase and 
sales journals. The trial balance and 
discovery and rectification of errors are 
then explained, followed by opening 
entries and the proprietor’s accounts. 
The trading and profit and loss accounts 
are discussed at length in the next two 
chapters. The introduction of the profit 
and loss appropriation account and 
methods of distributing profits and 
losses between partners would have 
been better included in the chapter 
dealing with partnership. The use of 
the general headings “Assets” and 
“Liabilities” in the balance sheets 
shown in chapter 15 is not in accord 
with the Recommendations on Account- 
ing Principles issued by the Institute of 
Chartered Accountants in Australia. In 
those recommendations it is stated that 
“the use of general headings for a 
balance sheet, such as ‘Liabilities’ and 
‘Assets’ is inappropriate and _  un- 
necessary”. 


Balance-day adjustments are clearly 
explained in the following chapters by 
reference to the matching of costs with 
income. The nature of depreciation is 
well handled by referring to the original 
cost of fixed assets as prepayments on 
a large scale, but unfortunately, this 
explanation is followed by a definition 
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Accounting Research, 
Bentley House, 
200 Euston Road, 
London, W.1, England. 
The Cost Accountant, 
63 Portland Place, 
London, W.1, England. 
National Association of Cost Accountants’ 
Bulletin, 
505 Park Avenue, 
New York 22, N.Y., U.S.A. 
The Controller, 
1 East 42nd Street, 
New York 17, N.Y., U.S.A. 
The New York Certified Public Accountant, 
677 Fifth Avenue, 
New York 16, N.Y., U.S.A. 
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The Internal Auditor, 
120 Wall Street, 
New York 5, NY., U.S.A. 


The Illinois Certified Public Accountant, 
208 South La Salle Street, 
Chicago 4, U.S.A. 
Accountancy, 
Incorporated Accountants’ Hall, 
Temple Place, 
Victoria Embankment, 
London, W.C.2, England. 


The Canadian Chartered Accountant, 
10 Adelaide Street East, 
Toronto, Ontario, Canada. 
The Accountants’ Journal, 
22 Bedford Square, 
London, W.C.1, England. 
A.A.F. 
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BOOK REVIEW — Continued 


of depreciation as “the falling off in 
value of machinery, furniture, build- 
ings, etc., as the result of wear, obso- 
lescence or effluxion of time.” This is 
a rather misleading definition in the 
light of the modern concept of 
depreciation. 

Chapters 19 and 20 cover the various 
methods of handling cash and banking 
operating and bank reconciliation state- 
ments. The introduction of the old type 
of cash book which combines both cash 
receipt and cash payment journals and 
the statement that “this is the cash 
book in its final form” seems to be out 
of step with modern methods. Students 
will have difficulty in understanding a 
method that shows both cash at bank 
and cash in hand balances in the cash 
book itself and also requires the posting 
of totals to cash and bank accounts in 
the ledger. The inclusion of items that 
are in the bank statement but not in 
the cash book (bank charges, direct re- 
mittances, etc.) in the bank reconcilia- 
tion statement is likely to cause 
students to prepare incorrect reconcilia- 
tion statements in practice and in exam- 
ination questions. The more correct 
gaa is mentioned briefly on page 

52. 

Bills of Exchange are discussed very 
fully in the next three chapters which 
cover 77 pages, including 28 pages 
(Chapter 22) of their uses and legal 
fundamentals. This chapter (22) is 
taken direct from Carter’s Advanced 
Accounts and although useful for a 
student studying commercial law could 
be omitted without loss by the beginner 
to bookkeeping. Other topics covered 
include—sectional balancing of ledgers; 
manufacturing accounts; multiple 
column trial balances, charts of ac- 


counts and plant registers (these last 
three are included under the chapter 
heading “Further Balance Day Adjust. 
ments’) ; partnership; simple company 
accounts; source and application of 
funds statements and operating and 
financial ratios. The term “net worth” 
used in some ratios is not one commonly 
used in Australia and could easily have 
been replaced by a more common term. 

The final three chapters deal with 
consignment accounts, branch accounts, 
and simple entry and income expendi- 
ture accounts. Following these are 
some hints to examination students and 
extracts from examiners’ reports of the 
Commonwealth Institute of Account- 
ants, and a list of commercial abbrevia- 
tions, many of which are seldom, if 
ever, used. These follow a statement 
in chapter 33 that “abbreviations are 
always objectionable and should not be 
allowed to occur”. A list of commercial 
terms and definitions and key figures 
to questions complete the book. 

At the end of each chapter there is 
a summary of its contents and a re 
statement of definitions of terms used 
in that chapter. This is a good idea 
and would assist in revision by students 
before the questions which conclude 
each chapter are attempted. 

The many charts and diagrams with 
which the volume is illustrated will 
assist students in understanding diffi- 
cult points and entries. This book 
should be very useful to those students 
studying under a teacher who can select 
sections to be studied and problems to 
be answered from the many problems 
given. The price of the book, 30/,, is 
very reasonable considering its contents 


and size. 
J. D. SPENCE. 


School of Accountancy, 
Melbourne Technical College. 


Smports y Growing 


Overseas trading balance has been against Australia in the last four months, 
when imports exceeded exports by £60,700,000. Deficit of £224 million in August 


was the largest adverse monthly 
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News and Notes 


VICTORIAN DIVISION 


August Luncheon 


Professor G. W. Paton, Vice-Chancellor of 
the University of Melbourne, addressed mem- 
bers at the August luncheon on the subject: 
“Television and the B.B.C.”. Professor Paton 
was Chairman of the Royal Commission ap- 
pointed by the Commonwealth Government 
to inquire into television. He spoke with his 
usual clarity and charm, and disposed of 
many illusions which members had regarding 
the adaptability and suitability of television 
for specific purposes. 

In the absence of the State President, Mr. 
V. L. Gole, the State Vice-President, presided 
over the luncheon, which was attended by 
almost three hundred members and guests. 


Golf Da 
Members are reminded of the Golf Tourna- 
ment which will be held at the Huntingdale 
Golf Club on Wednesday, 20th October, 1954. 


Ballarat Branch Meeting 

A well attended meeting of the Branch 
was held on the evening of 4th August, when 
Mr. B. Coyne, of the Victorian Taxation 
Office, lectured on the subject “Section 51 
Deductions”. The subject presented by Mr. 
Coyne contained a great deal of interest and 
valuable information, and at its conclusion 
many questions were answered by the leeturer 
and his associate, Mr. B. Gleeson, who were 
both visiting Ballarat under the advisory 
visits’ scheme arranged by the Deputy Com- 
missioner of Taxation. 

A vote of thanks was moved by Mr. S. W. 
Hooper, on behalf of the Branch Council, and 
was seconded by Mr. O. H. Glenn, on behalf 
of those members of the Ballarat Law Asso- 
ciation who were also present. 


Bendigo Branch Meeting 

On 9th August, two officials of the Taxation 
Department, Messrs. L. Conway and A. Her- 
bert, addressed members of the Bendigo 
Branch on the valuation of trading stocks 
and Section 51 deductions. The Branch Chair- 
man, Mr. N. Phillips, presided over the meet- 
Ing, which concluded with supper. Mr. A. T. 
Muller moved a vote of thanks to the speakers 
which was carried with acclamation. 


Series of Lectures on Long Service Leave 
and Superannuation 

Members are again reminded of the pro- 
posed lecture series on the above subject to 
be held in November next. The series will 
comprise four lectures, covering general 
aspects and legal, taxation and accounting 
implications. The lectures will be held in 
Nicholas Hall, Lonsdale Street, Melbourne, on 
16th, 18th, 23rd and 25th November, 1954. 
Although all members will be circularized 
about these meetings, it is suggested that the 
dates be noted now. 
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NEW SOUTH WALES DIVISION 


Wollongong Branch 

A very interesting address was delivered 
to members of the Branch on Thursday, 12th 
August, 1954, by Mr. H. L. Thomas, A.A.S.A., 
A.A.C.A., a partner in the firm of Messrs. 
Offner Hadley and Co., Chartered Account- 
ants (Aust.). The title of his lecture was “Cost 
Accounting as an Aid to Management”. Mr. 
Thomas spoke briefly on the development of 
historical and standard cost accounting, and 
then explained the part that each can play in 
assisting management. He illustrated his lec- 
ture by showing on the screen a number of 
practical examples of reports for manage- 
ment. Many questions on the subject were 
discussed at the conclusion of the lecture. 

The Branch Chairman, Mr. A. G. Penny- 
cook, F.A.S.A., occupied the chair and ex- 
tended a cordial welcome to Mr. Thomas and 
the State Registrar. A vote of thanks to the 
lecturer, moved by Mr. T. R. Hansen, A.A.S.A., 
was carried by acclamation. 


Newcastle Branch 

On Friday, 23rd July, the State President, 
Mr. W. P. Henson, F.A.S.A., visited the 
Branch and delivered a lecture on “Capital 
for Private Enterprise”. Mr. Henson was one 
of the commentators at the Convention held 
by the Society in Adelaide in June last, and 
he used some of the statistics prepared by 
two of the authors of Convention papers to 
illustrate his address. 

Mr. P. E. d’Arcy occupied the chair, and 
at the informal dinner at the Illoura Cafe, 
which preceded the lecture, he extended a 
welcome to the State President and the State 
Registrar. 


Canberra Branch 

Fifty members and students attended a 
lunch-hour screening in the Public Service 
Board’s Film Theatre, on Wednesday, 28th 
July, 1954, to see the film “Motion Study 
Principles”. 

The Branch Chairman, Mr. H. E. Bishop, 
on behalf of those present, thanked the Publie 
Service Board and the Films Division of the 
National Library for their ready co-opera- 
tion in making the screening possible. 


Personal 

Notification has been received from the 
firm of Messrs. Timmins & Atwill, Public 
Accountants, that Mr. George Joseph Ned- 
wich has been admitted into partnership as 
from Ist July, 1954. The practice will be car- 
Tried on with the firm name unchanged. 

Mr. C. Sargent, A.A.S.A., notifies that he 
has been appointed Accountant to Messrs. 
F. L. Kelly & Co., Cooma Street, Yass, as 
from 9th August, 1954. 

Mr. A. B. K. Lewis, A.A.S.A., A.C.LS., noti- 
fies that he has commenced public practice at 
515 Pittwater Road, Brookvale. 
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NEWS AND NOTES — Continued 


Mr. J. R. P. Partridge, F.A.S.A., notifies 
that the firm of Messrs. Partridge and Tur- 
kington was dissolved by mutual consent as 
from ist July, 1954. Mr. Partridge is now 
practising on his own account at Union 
House, 247 George Street, Sydney. 


QUEENSLAND DIVISION 


Luncheon Meeting 

A luncheon for metropolitan members was 
held on Tuesday, 17th August, 1954, in the 
Maple Lounge, McDonald’s Restaurant, Ed- 
ward Street, at which 100 members were 
present. 

The State President, Mr. J. E. England, 
introduced the speaker, Mr. R, M. White, 
F.A.S.A., a member of the Divisional Council, 
and General Manager of Queensland Co- 
operative Milling Association Ltd., who gave 
an address on the “Wheat and Flour Indus- 
tries”. 

Mr. White has been associated with the 
flour-milling industry for many years, and 
his practical experience enabled him to give 
an excellent survey of wheat growing and 
marketing and its relation to the manufacture 
of flour. He stressed the importance of both 
wheat growing and the manufacture of flour 
in the national economy of this country, and 
traced the system of marketing of wheat from 
pre-war years until the formation of the 
Wheat Boards, which had given more stability 
of price for the wheat farmer. 

Mr. White quoted figures showing the vast 
quantity of wheat now being grown through- 
out the world, but pointed out the difficulty of 
inducing the people of countries used to rice 
as a staple grain changing over to wheat. He 
described briefly the types of wheat most suit- 
able for flour-milling, and stated that the 
flour mills and the Agriculture Department 
in Queensland were striving to encourage 
farmers to grow only the most suitable types 
for the manufacture of flour. Queensland now 
produced the highest quality wheat in Aus- 
tralia. 

At the conclusion of the address, Mr. J. H. 
Devitt moved a vote of thanks to Mr. White 
and commented on his wide knowledge of the 
subject of his address and his fluency as a 
speaker. The vote was carried by acclama- 
tion. 


Additions to Library 


Brisbane Library: 

Restatement and Revision of Accounting 
Research Bulletins, 1953, American Institute 
of Accountants. 

Gunn’s Commonwealth Income Tax Law 
and practice (4th ed.), 1954, J. A. L. Gunn, 
O. E. Berger and R. E. O’Neill. 

Economics of Industrial Organization, 1948, 
A. Beacham. 

The Decline of Competition (A Study of 
the Evolution of American Industry), 1936, 
A. R. Burns. 
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Monopoly, 1948, E. A. G. Robinson. 

Introduction to the Theory of Employment, 
1949, J. Robinson. 

The House of Were—1839-1954 (A History 
of J. B. Were & Son), J. B. Were & Son. 
Toowoomba Library: 

The Social Framework, 1950, J. R. Hicks. 

Personal 

Mr. C. D. Wrigley, F.A.S.A., who has been 
assistant manager of the Union Trustee Co. 
of Australia Limited since 1947, has now 
been appointed Queensland manager in suc- 
cession to the late Mr. C. A. Bradfield. 

Mr. E. N. Jobst, F.A.S.A., who has been 
Townsville Branch Manager of the Union 
Trustee Company, has been appointed Assis- 
tant Manager at Brisbane, and Mr. J. D 
Merrell, A.A.S.A., Trust Officer in Brisbane 
Office, has been appointed Branch Manager 
at Townsville. 


SOUTH AUSTRALIAN DIVISION 
Lectures 

Mr. G. A. Jessup, A.U.A. (Com.), Registrar 
General of Deeds, delivered the first of a 
series of lectures at the A.N.A. Hall on 
Thursday, 26th August. Approximately 120 
members listened to a most interesting ad- 
dress on “Torrens and his Lands Titles Sys- 
tems”. 

A further three lectures will be given on 
28rd September, 28th October and 25th 
November. Details will be sent to members 
well in advance of these dates. 

Personal 

The Board of Trustees of the Savings Bank 
of South Australia has announced the appoint- 
ment of the State President, Mr. G. F. 
George, F.A.S.A., as Branch Inspector. At 
the last meeting of the Divisional Council, 
congratulations on his appointment were ex- 
tended to Mr. George. 

Mr. F. C. Drew, F.A.S.A., a member of the 
South Australian Divisional Council, has been 
re-appointed Chairman of the Electricity 
Trust of South Australia for a further five 
year term. 

The deaths of the undermentioned men- 
bers of the Division are recorded with regret: 

Noel Howard Brock 
Neville Bede Newland 


WESTERN AUSTRALIAN DIVISION 
Personal 

Mr. C. H. King, who was for many years 
a member of the Divisiona] Council of the 
Commonwealth Institute of Accountants, and 
subsequently a member of the Divisional 
Council of the Society, recently retired. The 
Divisional Council has recorded its apprecia- 
tion of the services that Mr. King has ret 
dered to the accountancy profession as % 
whole for many years. 

Mr. J. R. Bennett, a member for many 
years of the State Board of the Federal In- 
stitute of Accountants and at present a mem- 
ber of the Divisional Council] of the Society, 
has recently retired as Manager in Western 
Australia for the National Mutual Life Asse 
ciation of Australasia Limited. 
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NEWS AND NOTES — Continued 


Messrs. Stowe & Stowe announce that they 
have entered into partnership with Messrs. 
Edwin V. Nixon & Partners of Melbourne and 
Sydney, and that the firm name has been 
changed to Stowe & Stowe with Edwin V. 
Nixon & Partners. As from ist July, 1954, 
Mr. Ivan Harold Quartermaine has been ad- 
mitted to the firm as a resident partner in 
Western Australia, and Mr. Wallace Ross 
Campbell as the resident partner in Fre- 
mantle. 


TASMANIAN DIVISION 


The Late Alan Raymond Hewer 

The death occurred in Hobart on 27th July 
of Mr. Alan Raymond Hewer, who was State 
Registrar of the former Commonwealth In- 
stitute of Accountants from 1921 until that 
Institute amalgamated with the Federal Insti- 
tute of Accountants to form the Australian 
Society of Accountants. 

Mr. Hewer began his business career with 
the late Mr. A. W. Adams and then became 
Secretary of Webster Rometch Motors. Later 
he joined the staff of Messrs. Frank Reynolds 
and Cummins, Chartered Accountants (Aust.), 
and in 1944 began practice on his own ac- 
count. 


Mr. Hewer was well known in the commer- 
cial world of Hobart as a practising account- 
ant and a lecturer in the commerce faculty 
in the University of Tasmania. He retired 
as a University lecturer recently, but con- 
tinued as an adviser to the faculty until his 
death, He was an examiner in commerce for 
the Schools Board. 


AUSTRALASIAN INSTITUTE 


VICTORIAN DIVISION 
Successful Film Night. 

A ‘lm night was arranged by the Council 
on August 25th at the Vacuum Theatrette. 
This function was notable for the presentation 
of an excellent Australian film on office 
methods and procedures entitled “Strictly 
White Collar.” This was made by W. D. Scott 
& Co. Pty. Ltd., who kindly made the film 
available to the Institute. This firm is to be 
commended upon an excellent production, 
which demonstrates very ably some worth- 
while measures to preserve office efficiency. 
The flm night was attended to capacity, 
demonstrating members’ desires for this kind 
of activity. 


NEW SOUTH WALES DIVISION. 

Late in July a picture night was organised 
at the Shell Theatrette at Sydney, where ap- 
proximately 80 members attended. Some 
brought their wives, and in one case their 
children, to witness a very interesting pro- 
gramme. 

In the programme a documentary film, “Back 
of Beyond” was shown. This film is con- 
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STUDENTS SOCIETY. 
VICTORIAN DIVISION. 


Sixty-three members of the Society were 
privileged to hear Mr. J. S. Egan, B.A., 
B.Com., speak on “Presentation of Accounting 
Information” on Monday, 9th August, 1954. As 
a result of numerous requests, Mr. Egan 
agreed to repeat this address given approxi- 
mately twelve months ago, and the Council is 
again most grateful to him for his co-operation. 
This subject is one which is of great interest 
to students, and those present at the meeting 
were informed of the latest methods of presen- 
tation of such information. The Council re- 
cords its appreciation and thanks to Mr. Egan 
for giving his time and experience for the 
benefit of students. 

In view of the fact that the examinations 
of the Australian Society of Accountants will 
take place during October, there will be no 
meeting of students during that month. 


SOUTH AUSTRALIAN DIVISION. 


On 18th August, thirty members attended 
a lecture by Mr. A. G. Killmier, A.A.S.A., 
A.C.LS., on Income Tax Law and Practice. 
Mr. Killmier’s lecture was well received by 
the members as he handled this difficult sub- 
ject by giving an insight into the historical 
background of the Act and the practical 
problems with which a tax consultant is faced. 

Functions which the Committee have 
arranged include an accounting machine 
demonstration by Burroughs Limited on 
September 8th, and a mock bankruptcy meet- 
ing on September 22nd. 

Arrangements are being made for a visit 
to the Adelaide Stock Exchange early in 
November, and a Christmas Social will be 
held in December. 


OF COST ACCOUNTANTS 


sidered one of the greatest documentaries ever 
produced, and it was commented on most 
favourably by the audierce. Other technical 
films, dealing with maintenance of cars and 
other interesting subjects, were also shown. 
Later supper was served, and we thank the 
Shell Company for their generous hospitality 
on this occasion. 

Mr. E. C. Masey, A.A.S.A., has resigned 
as Accountant of Coty (England) Ltd., and 
has jo‘ned the practice of Mr. G. F. B. Grill 
of Manilla. The firm’s name is now G. F. B. 
Grill & Masey, Public Accountants. 


Visit to Jantzen. 

On the 26th September it is proposed to visit 
Jantzen’s factory and inspect the operations 
carried out in the manufacture of garments. 

Later Mr. D. Wendon, of that firm, who is 
an enthusiastic member of the Activities Com- 
mittee, will give a lecture to members of the 
Institute on the Jantzen cost-control systems. 


Annual Reunion. 

On Wednesday, 8th September, members 
met at the Wentworth Hotel for cocktails, 
followed by the Annual Dinner. 
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End Pages 


Angus FM 


A True Story. 

HE following is a true story told to 

me by the young wife of one of my 
partners. She spent her childhood and 
youth in Shanghai, where the episode 
took place. I have met many Chinese 
folk in all stations of life in many parts 
of the world. From peasant to diplo- 
mat, I have always found them to be 
kindly and courteous people. I was so 
impressed with my friend’s story that I 
asked her to write it out in the belief 
that my 72 readers of End Pages would 
like to hear it. 

“This happened soon after the 
Japanese had taken possession of China 
about 1940 or 1941. The Chinese are 
easily swayed in their opinions, and it 
did not take the Japs long before the 
Chinese were very anti-foreign. By 
this I don’t mean that they were all 
against foreigners; indeed, the greater 
portion of them (especially the educa- 
ted classes) took all the Japs promised 
them with a grain of salt. They were 
pro-British and, therefore, pro-foreign, 
but kept quiet, as it was the safest thing 
to do. But, as is usually the case, the 
minority made a lot of noise and were 
the most apparent. This is an outline 
of the state of affairs in Shanghai prior 
to the internment of British and Ameri- 
can subjects by the Japanese in 1942. 

“Things got to such a state that it 
was difficult to walk down the street 
without hearing some very choice 
language, or even having stones thrown 
at you. The coolies and the wharfies 
were the chief offenders. I had to pass 
a number of wharves along the Whang- 
poo River on my way home from school, 
and would often be surrounded by a 
bunch of coolies, who passed some 
choice and witty (in their opinion) re- 
marks. However, the country people 
were just kind, honest people and did 
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not seem to have been corrupted in any 
way. I found them exactly the same 
after the war as they had been at the 
beginning. 

“My story runs as follows: My friend 
Barbara and I (both aged about 11 
years) were very fond of venturing 
into the outskirts of the city, but this 
was very much frowned upon by our 
respective parents, as conditions were 
so unsettled, and there was a con- 
siderable amount of unrest. 

“However, one day Barbara and I de- 
cided to see what it was like in Chapei. 
It was a rural area on the outskirts of 
Shanghai, devoted mainly to rice grow- 
ing, and the population was 100 per 
cent. Chinese. 


“We went further and further, walk- 
ing along the sides of the rice fields, 
smiling at the peasants working in the 
water and having a good time. When 
the time came to turn back, we found 
we were hopelessly lost, as the land 
was quite flat with rice fields extending 
to the horizon on all sides, with no land- 
marks of any kind that could have 
guided us. 


“We saw a cottage not far off and 
decided to ask the way back. The 
family had just sat down for their even- 
ing meal when we came up and asked 
the way back to the city. The farmer 
invited us to share their food with them 
as we must have been hungry. He 
would then take us back. 


“We sat down to the rice and greens 
and did them justice. After the meal, 
the farmer piled us on his wheelbarrow, 
and took us all the way back to town 
himself! This, after he had done a hard 
day’s work. 

“T don’t like to think what could have 
happened had they not been s0 
friendly.” 
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END PAGES — Continued 


When Should a Man Retire? 
IN my middle years I was greatly im- 
pressed with an observation by 
Charles Darwin, who announced that 
he had decided to write no more on the 
dificult subject of evolution, and 
modestly observed to the effect that it 
was not possible for a person to detect 
when his own intellectual powers were 
declining. Not being quite in Darwin’s 
class, I took this observation to heart 
and made my two second-in-command 
partners promise that when the day 
came that I should be labelled as a 
nuisance, they would take me quietly 
home. There is to be no appeal from 
their decision. 

That is a far better way of doing 
things than observing an arbitrary re- 
tiring age of 65 or any other age. A 
man is as old as he thinks, and the 
stage of non-thinking varies with each 
individual. I believe the “ psycho- 
logists” would be better employed 
making 1.Q. tests towards the end of 
a man’s career rather than at its be- 
ginning. My father died at 75 in good 
physical condition but completely potty 
and enjoying the delusion that he was 
the King of the Isle of Man, a doubtful 
honour enjoyed by one of our Viking 
ancestors. My mother, racked with 
pain, died at 84 with a mind like a razor 
blade. As a mild diversion, she read 
the Bible through twice in the last year 
of her life. Mother never had much 
confidence in me, so that at 62 I had 
better set about securing a kingdom. 

These thoughts on approaching seni- 
lity were prompted by some interest- 
ing correspondence with Mr. Cameron 
Cavaye of Brisbane, concerning the 
age (60 for the ladies, 65 for non- 
ladies) allowance under the Income Tax 
Assessment Act. Mr. Cavaye writes : 
“Whenever a friend talks of advancing 
years, I am reminded of my maternal 
grandfather, a stalwart Scot named 
Milne. He died in his ninetieth year 
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protesting that he was still too young 
to play bowls. He was not a homely 
philosopher, but I remember his ob- 
servations that ‘no man is old until he 
has to sit down to put on his trousers.’ 
I think that is a pretty fair test for an 
age allowance.” 

The above test is a comfort. I can 
still stand up, but have to hold on to a 
chair while I don the breeks. The 
remedy is to wear a kilt. Shoes are 
the difficulty ; many a time my wife has 
to put them on for me. But these little 
failings have little or nothing to do 
with the process of thinking. My 
partners would not know why I 
changed to a kilt. They might believe 
I am copying the Duke of Windsor, but 
unless and until I claim my kingdom, 
they will have no moral right to send 
a However, their decision is 

al. 


The English Are Masters of Under- 
statement. 
a IS the policy of the [Taxation] 
office to call the attention of a 
taxpayer to an error against himself 
which may appear to exist in his re- 
turn, and also to advise him of the pro- 
visions of the Act which may have been 
overlooked by him,” “Income Tax for 
Farmers and Graziers,” p.8, issued un- 
der the authority of the Commonwealth 


Treasurer and the Minister for Com- 
merce and Agriculture. 


Begone, St. Thomas! It is not for 
you that I write this note. I write to 
suggest that the Society open a fund 
for the purpose of providing each Taxa- 
tion Officer with a splendidly framed 
copy of the above Text, to be hung on 
the wali near his desk. 

Contributions by members will not 
be an allowable deduction for income 
tax purposes. 





PROFESSIONAL NOTICES 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 5/- a line (minimum 15/-). 


ACCOUNTANCY AND TAXATION PRAC- 
TICE WANTED—Adelaide or near. Reply to 
“Associate,” c/- Australian Society of Ac- 
countants, 22 Grenfell Street, Adelaide. 


ACCOUNTANCY PRACTICE wanted in 
Sydney or suburbs by young member with 
seven years’ public experience; would con- 
sider partnership. Replies to No. 165, ¢/- 
Australian Society of Accountants, 5 Bligh 
Street, Sydney. 


ACCOUNTANCY PRACTICE or part or 
small number of clients wanted, Sydney or 
nearby. Top price. LU 2526 or JA 8334. 


ACCOUNTANT. Applications are invited 
from qualified Accountants, who are natural 
born or naturalised British subjects, for ap- 
pointment to the position of Chief Clerk in 
the Accounts Branch of the Head Office of the 
Australian Broadcasting Commission in Syd- 
ney. 

The occupant of this position should possess 
the ability to prepare detailed reports on 
financial matters, draft instructions on ac- 
counts procedure and draft general adminis- 
trative correspondence. He should possess a 
wide experience and thorough training in ac- 
aay work, including the supervision of 
sta 


The salary range of the position is £1,490- 


£1,610 per annum (actual). The successful 
applicant will be appointed at a salary with- 
in the range according to qualifications. 
Applicants should state age and furnish full 
particulars of qualifications and experience. 
Copies only of references should be for- 
warded. 

The appointment will be subject to passing 
a medical examination by the Commonwealth 
Medical Officer and serving a probationary 
eriod of six months after which the success- 
ul applicant will be required to contribute 
to the Commonwealth Superannuation Fund 
or Provident Account. 

Preference will be given in terms of the 
Re-establishment and Employment Act. 
Applications which close at 2.30 p.m. on 
llth October, 1954, should be addressed to 
the Chief Personnel Officer, Box 487, G.P.O., 
Sydney. 


ACCOUNTANT OFFERED PARTNER- 
SHIP, or will sell part of practice in pro- 
gressive country area, handy Sydney. Reply 
to No. 170, c/- Australian Society of Ac- 
countants, 5 Bligh Street, Sydney. 


ASSOCIATE, with several years’ experi- 
ence in Taxation Office, now has a position 
on a Board which leaves every afternoon 
free. Requires part-time position. Replies to 
No. 66, c/- Australian Society of Acceunt- 
ants, 37 Queen Street, Melbourne. 
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ASSOCIATE, aged 30 years, at present 
gaged as Secretary-Accountant, seeks cha 
of position. Reply to 180, c/- Australian § 
ety of Accountants, 37 Queen Street, M 


’ bourne. 


ASSOCIATE, aged 24, with four years’ pm 
fessional experience, seeks position Pub 
Accountant’s office, city or country, view pat 
nership. Replies No. 168, c/- Australian § 
ety of Accountants, 5 Bligh Street, Sydn 


JUNIOR AND INTERMEDIATE CLER 
REQUIRED (not over 20 years). You ¢ 
obtain a complete Accountancy training, 
the widest possible practical experience 
work under excellent conditions. Telephone 
MacKenzie at MX1231 for full details 
interview. L. G. Norman & Cartledge, 
tered Accountants (Aust.), 1 Palmers 
Crescent, South Melbourne. 


MEMBER practising as a Public Accow 
ant in Melbourne suburbs would like to 
in touch with city accountant who has p 
time clerical assistance available. Reply 
No. 65, c/- Australian Society of Accoul 
ants, 37 Queen Street, Melbourne, or ’ph 
FU 4509. 


POSITION AVAILABLE IN CHARTER 
ACCOUNTANTS’ OFFICE for young man 
intermediate accountancy standard to 
in audits and general accounting duties. 
cellent opportunity for training and prosp 
for young man desirous of making accou 
ancy his career. Reply to No. 64, c/- Aust 
lian Society of Accountants, 37 Queen St 
Melbourne. 


PRACTICE FOR SALE. Well establish 
practice in Victorian provincial city. G 
fees approx. £7,000. Modern offices. Full eq 
ment. Good home available. Replies to No. 
c/- Australian Society of Accountants, 
Queen Street, Melbourne. 


PRACTICE OR SHARE IN PRA 
REQUIRED — member of Society with 
siderable experience desires to purchase sm 
vac City or north side of harbour. 

M 6357 or Apply to No. 169, c/- Austral 
Society of Accountants, 5 Bligh Street, Sydm 


SMALL OFFICE TO LET in central 
city. Suit young accountant commencing pt 
tice. Telephone available. Reply “Advertis¢ 
Box 5285, G.P.O., Sydney. 


STUDENT, age 24, final stage, seeks 
perience in professional accountants’ of 
Has had reasonable commercial experié 
Reply No. 166, Australian Society of 
countants, 5 Bligh Street, Sydney. 
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